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Story of a night flight 


TS A TOUGH JOB. 

transcribing radio messages 
quickly, and legibly, in the 
blacked-out interior of a Navy 
bomber on night patrol. 

Any radio operator will tell 
you that it is no job for pad and 
pencil. 

It is a job for a special kind of 
typewriter . . . for a machine so 
delicately tuned that it will be in- 
stantly responsive to the flying 
fingers of a Navy radio man 

. and so ruggedly built that 
the shattering concussions of gun 


fire and the shocks of hundreds 
of landings will not mar the 
smoothness of its operation. 

It is, in short, a job for the 
same kind of Royal Typewriter that 
you may buy any day in the week. 

This fact gives us, here at 
Royal, the greatest satisfaction 

. the fact that our standard, 
stock machines should continue 
in smooth, perfect operation un- 
der such grueling conditions. 

To us, this is convincing proof 
of Royal’s right to the title: ‘“The 
World’s Number 1 Typewriter.” 
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DOING THINGS OVER 
SLOWS THINGS UP 


Check over any accounting routine and you'll find 
two facts: (A) much of it is a repetitive process 
—just copying the same things over—(B) that re- 
copying not only breeds human errors but uses 
valuable work-hours to no good end; actually 
retards the very thing you're trying to do, namely, 
get totals and reports that guide management! 
Figures are no good unless they’re fresh and 
accurate. Ditto one-writing methods get fresh, 
accurate answers! Ditto one-writing methods are 
the natural response of business to the too- 
complex, repetitive systems in vogue. They are 


26 a revelation to executives who are charged with 


= PRODUCTION 


SS ORDERSE ~ responsibility for payroll, billing, production, 





purchasing, inventory, accounting—they are a 


ilies. on: route to speed, accuracy and personal effective- 
=ACCOUNTING 
===REPORTS™ ness. 

Send coupon for fascinating booklets, “The GELATIN AND LIQUID 


New Trend in Accounting,” and “Copies, Their MACHINES —Because 


4 . - Ditto leads, Ditto offers most 
Place in Business”—a profitable move for any advanced types of both gela- 
tin and liquid duplicators. 








executive! 





DITTO, Inc. 

2213 W. Harrison St., Chicago 

Gentlemen: Without obligation please send me: 
( ) New D-44 Data 
( ) “Copies —Their Place in Business” 


3 t od a z PA ca t D I ( ) “A New Trend in Accounting—Order-Billing”’ 
( 


Pag eee. Sal oy ) Arrange a Ditto demonstration for me 
ies, forms and manual of My Name..... 

methods in actual use, prov- Qui 

ing Ditto’s speed and econ- 

omy!... DITTO, Inc.,2213 W. Address. . 

Harrison St., Chicago, U.S.A. 




















When you are ddleol fo iii an 
ACCOUNTING COURSE 
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ds O HELP you in making suggestions, 





Educational Organization 


when asked by employees or by per- EXECUTIVE EDUCATIONAL usenet 
sonal acquaintances to suggest a plan of Coa ree A. C Bischel, GPA. my 
accounting training, your attention is ee Se ag ee CW Emehof CPLA, 
called to the educational organization of He gg Mg mag gee go Join A, Hinderlong, CPA 


the International Accountants Society, Inc. 

The five men composing the Executive 
Educational Committee are responsible 
for I.A.S. educational activities and pol- 
icies. 

The sixteen Certified Public Account- 
ants composing the I.A.S. Faculty are 
actively engaged in preparing text ma- 


merce, Accounts and Finance, New 
York University; Former President, 


aul H. Moore, C.P.A 
C. E. Packman, be 


American Association of University Russell C. Swope CP_A 


Instructors in Accounting; Former 
President, American Association of 
Collegiate Schools of Business. 


DEXTER S. KIMBALL Ew 
M.E., LL.D., D.Sc. 


Chairman, Board of Directors, Inter- 
national Accountants Society, Inc. ; 
Dean Emeritus, College of Engineering, 
Cornell University; Former President, 
American Society of Mechanical En- 

ineers; author of “Cost Finding,’ 

Industrial Economics,’’ and other 
textbooks. 


G. E. Taylor, C.P.A. 
J. G. Terry, C.P.A. 


ADVISORY BOARD 


Arthur L. Baldwin, C.P.A. 
R. W. Barrett, A.B., LL.B 


Bruce Barton 
s Spr : E Wilford A. Beesley, C.P.A 
terial, giving consultation service, or LEE GALLOWAY Reynold E. Blight, CPA. 
Fac. EAB. Se ra 
grading students papers. Some give their Vice ,Chairman, Board of Directors, Ww. x At my CPA. 
. : : International Accountants Society, Inc. ; William B. Cornell, M.E. 
time and attention exclusively to I.A.S. Former Chairman, Board of Directors, James A. Councilor, C-P.A 
The Ronald Press Company; Former C.F Vietze, LL'B,, A-B., C.P.A 


work. Others who are in actual practice 
of public accounting or corporation ac- 
counting devote only part time to the 
work. Each subscriber secures the advan- 
tage of having his examinations handled 
by instructors from both groups. 

The forty members of the Advisory 
Board are outstanding Certified Public Ac- 
countants, business executives, attorneys, 
and educators, who counsel with the 
I.A.S. management, upon request, with 
respect to technical accounting, educa- 
tional, and business matters. 





Director, Department of Management, 
New York University ; author of ‘‘Office 
Management” and other textbooks. 


GEORGE P. ELLIS 
C.P.A. 


ney S. Durkee 


T. H. Frankling, C.G.A. 
Sc. 


William Dolge, C.P.A. 
Rod 


Practicing Certified Public Accountant ; David A. Jayne, C.P.A. 


Member of Faculty, International Ac- 
countants Society, Inc. ; Former Pres- 
ident, Illinois Chamber of Commerce; 
Former President, American Society of 
Certified Public Accountants; Former 
President, Executives Club of Chicago. 


STEPHEN GILMAN 
B.Sc., C.P.A. 


Vice President and Educational Direc- 
tor, International Accountants Society; 
Inc.; author of ‘Accounting Concepts 
of Profit,” ‘‘Analyzing Financial State- 
ments,” “Principles of Accounting,” 


Roland B. ear 
Dexter S. Kim 

B. Lichtenberg, M.C.S. 
Harry E. Lunsford, C. 
John’T. Madden, C.P. 


D. Walter Morton, Ph. 
F, W. Morton, C.P.A. 


J. A. Phillips, C.P.A. 


F. E. Roberts, 
Lawrence W. Robson, 
William A. Rogers 
Roscoe Seybold, B.S. 
John C, Shelly, C.A. 


and numerous technical articles on ac- _‘F. H. Sommer, J.D., 
counting and allied subjects, A. C. Upleger, B.C.S., 


ys, C.P.A. 
all, M.E., LL.D., D.Sc. 


D., C.P.A 


Herman C, J. Peisch, C.P.A 
A. Lee a C.P.A 
PA 


F.C.A 


R Smethurst, jr., C.P.A. 
LL.D 


C.P.A 


P.A. 
A., B.C.S., A.M., Sc.D. 
I. B. McGladrey, C.P.A 








The uniformly high caliber of the men who compose the I.A.S. Staff is in itself eloquent testi- 
mony as to I.A.S. training. The cooperation of Staff members in various advisory and consult- 
ing capacities provides the practical, broad viewpoint which is so necessary in adult education. 


To provide additional information which may be of value to you when asked to recommend a training plan, we shall 
{7 glad to mail you, upon request, a copy of our 52-page booklet “ACCOUNTING —The Way to Business Success.” 
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MEETINGS OF CONTROLS 


January 
January 6—Buffalo, Twin Cities 
January 7—Bridgeport 


January 8—Dayton, Philadel- 


phia 
January 12—Kansas City 
January 13—Cincinnati, Cleve- 
land, Milwaukee 


January 14—Baltimore and Dis- 
trict of Columbia (joint meet- 
ing), Detroit 


January 15—Los Angeles, New 
York City, San Francisco 


January 20—New England, Syr- 
acuse 


January 25—Pittsburgh, St. Louis 
January 27—Chicago, Houston 


January 28—Indianapolis, Roch- 
ester 


February 
February 3—Buffalo, Twin 
Cities 
February 4—Bridgeport 
February 5—Philadelphia 
February 9—Kansas City 


February 10—Cincinnati, Cleve- 
land, Milwaukee 


February 11—Baltimore, Detroit 
February 12—Dayton 


February 17—New England, 
Syracuse 

February 19—Los Angeles, New 
York City, San Francisco 


February 23—Pittsburgh, St. 
Louis 


February 24—Chicago, District 
of Columbia, Houston 


February 25—Indianapolis, 
Rochester 


Note: These are scheduled dates. 
Some changes may be made. 
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Ldttortal Comment 


Just a Wave for New Year 


haps from one calendar year and plunging 
into another, business executives hardly had 
time this year for anything except a brief and per- 
functory wave of the hand, not at all resembling the 
sad farewells to old years and cordial, effusive greet- 
ings to new years of former times. Many business 
men, among them hundreds of controllers, were at 
their desks on New Year's Day, keeping company 
with the hundreds of thousands of workers at 
benches, intent on keeping the war machine supplied. 

Ina fleeting backward glance over the past twelve 
months controllers see the outlines of the principal 
forward steps in controllership during that period. 
They observe that perhaps the most important prog- 
ress has been made in the growth of the realization 
among business men, executives, boards of directors 
and others, of the responsibilities which have been 
placed on controllers, by government. 

It was in the spring of 1939 that Honorable Rob- 
ert E. Healey, a member of the Securities and Ex- 
change Commission, made his famous declaration 
that final and full responsibility for the correctness 
and completeness of company records, financial 
statements and reports rests on controllers, and that 
the function of public accountants is to check them. 
The full import of this stand, taken by a prominent 
and respected member of the governmental agency 
which perhaps has most to do with the shaping of 
recording, accounting, and reporting procedures of 
business concerns, has not been grasped by control- 
lers and business men generally even at this late date, 
nearly two years after the pronouncement was made. 

The year 1941, however, saw much progress made 
in the direction indicated by Commissioner Healey’s 
stand. The progress took the form of a wider under- 
standing among business men of the real meaning of 
the statement by the Commissioner, namely, that no 
matter how much checking and auditing is done by 
an outside agency, the responsibility for correctness 
and completeness of financial statements and reports 
—for full disclosure—remains just where it started, 
within the company, on the shoulders of the com- 


pany’s officers and directors. That means on the 
shoulders of the controller, or of the person per- 
forming the duties of a controller. 

Naturally, this acknowledgement not only of the 
fact that this responsibility rests on the controller 
but of its wide scope, has brought added recogni- 
tion and prestige to controllership. This recognition 
was not sought by controllers as a group; it was 
thrust upon them, a fact which but adds to its 
strength and bespeaks a becoming modesty on the 
part of controllers as a group. 

With characteristic conservatism, controllers have 
made no move to capitalize on this new recognition 
of their responsibilities. They made no response to 
a suggestion put forward by the New York Stock 
Exchange that controllers be required to attach their 
signatures to all published financial statements and 
reports, even though such statements might bear the 
signature of a public accountant. The day may come 
when the signing of published statements by con- 
trollers may be required by some governmental 
agency having the power to exact it, but indications 
are that controllers themselves will not seek any 
such ruling. Instead they will be satisfied to accept 
the fact that theirs is the responsibility. 

Nineteen forty-one saw also much greater recog- 
nition given to the fact that controllers are to a great 
extent a part of management. This is a well defined 
trend, which moved forward markedly during the 
year. 

Nineteen forty-one saw controllers in consider- 
able number responding to calls fromm the govern- 
ment for service in Washington and elsewhere, in 
controllership capacities. 

The year saw new controls over business and its 
procedures, established by the government in many 
forms and, in great numbers. The transition, late in 
the year, from a defense to a war basis will mean the 
establishment of additional controls and the setting 
up of many new regulations. That is one of the de- 
velopments to which controllers may look forward 
in this new year. Conformance with these govern- 
mental controls and regulations is a controllership 
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function. It looks as though the work of controllers 
has been laid out for them for years to come. 

Just now budgets, year end closings, reports to 
stockholders, and proxy calls, to say nothing of tax 
computations, loom large in the eyes of controllers. 
By the time these paragraphs reach their eyes, most 
controllers will have completed their figures and 
statements for 1941, and laid them before their op- 
erating officials. It will be a real start on a year 
which promises to present burdens and problems 
heavier and more complex than any that have here- 
tofore been encountered. Controllers will meet them 
and solve them, as they always have, and will make 
provision now for resources which will carry their 
companies safely through the reconstruction period 
when it dawns. 

This looking ahead to post-war conditions will 
claim a large part of the attention of company exec- 
utives in this crowded year ahead. Controllers have 
an opportunity in this field to serve their companies 
most usefully. Careful planning now will pay big 
dividends years hence. 


Coming, Another Franzy Eakin Article 


Fgh tnbeite article by Mr. Franzy Eakin, vice-presi- 
dent and controller of A. E. Staley Manufactur- 
ing Company of Decatur, Illinois, will appear in the 
February issue. He titles it, “We Account For.” One 
of the interesting statements which Mr. Eakin makes 
is, by way of a brief preview: “Private business is 
truly operated in the public interest. It can be proved 
that government-owned business is less productive 
of the public good than private business.” 


Inspection Procedures Consolidated 


yy... and Hour Division inspectors are urging 
companies which do an interstate business to 
coordinate their wage and hour procedures and 
methods of record keeping, possibly in one office, 
establishing standards for all the branches and fac- 
tories. This would be for the purpose of making it 
possible for one group of inspectors to make de- 
cisions and interpretations for all of the branches. 
Otherwise, groups of inspectors in different local- 
ities are called on to pass on the practices and poli- 
cies of offices, factories, and sales establishments in 
their own territories, and frequently to consult with 
a principal office which may already have been in- 
spected. It is understood that many countrywide 
business organizations have acceded to the sugges- 
tion. It seems to be a time saver for both the inspec- 
tors and the business concerns. 


Curtailing Non-War Expenditures 


ONTROLLERS, along with other corporate of- 

ficers and business executives, are of course 
pleased with the report of the Byrd Committee 
recommending substantial slashes in non-defense 
(non-war) expenditures. This is commendable, so 
far as it goes, but the making of this report is only 
a beginning. It must be impressed on Congress that 
a great many voters want to see these proposed econ- 
omies put into effect, and the simplest and perhaps 
the most effective way of letting Congress know is 
to write your Representative in Congress first, and 
later your Senator. 
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Obtaining Proper Cost Valuations of 
Inventories for the Balance Sheet 








| By The Committee on Technical Information and Research, R. S. Holden, Chairman 


| 





| 





A letter of inquiry addressed to The 
Controllers Institute of America was 
referred to the Committee on Tech- 
nical Information and Research. The 
problem on which information was 
asked is stated this way: 


The Inquiry 


“Since January 1st of 1939, this company 
has been conducting its accounting on the 
Standard Cost System, as installed by a 
Chicago firm. These engineers continued 
with us until about May 1, 1941, since 
which time we have been on our own. 

“During this time, fluctuations of raw 
material prices as well as labor rate fluctu- 
ations have been no serious problem until 
the early part of this year when raw ma- 
terial prices as well as labor and burden 
costs have changed radically upwards. 

“The calendar year of 1940 was closed 
out on the basis of the standards in use 
during that year as far as work in process 
and finished goods were concerned, and 
upon actual cost as far as raw materials 
were concerned. The basis of the opening 
inventory as of January 1, 1941, as far as 
work in process and finished goods, was 
upon standards to be used during the year 
1941, Our method of inventory control 
for raw materials has been on the first-in, 
first-out method, leaving inventories of 
those on the books at the cost of the last-in. 
These have been lower than market, so 
there has been no problem in that connec- 
tion. The revaluation of inventories for 
work in process and finished goods as of 
January 1st on the basis of new standards 
resulted in a comparatively small write-up 
of value,—however again all below markets 
at that time. 

“Along towards the middle of the year, 
it became evident that it was necessary to 
revise budgets and standards due to raw 
material price increases, and to take care 
of revised labor rates, as well as burden. 
To do this, it was necessary to take an in- 
ventory as of July 12th—the end of our 
accounting period, and to close out on pa- 
per on the basis of standards in effect since 
the beginning of the year for accounting 
purposes to get the proper perspective of 
results under these standards. Variances 
during this time due to material prices from 


standards in effect were carried to the profit 
and loss statement as a profit or loss. Also 
variances of labor and burden were car- 
tied to the same place as over and under 
absorbed burden. 

“The opening inventory after this closing 
was based on new standards to be used un- 
til subsequent ones were made. These stand- 
ards as far as raw materials were concerned 
were based on contracts for raw materials 
and upon the market at that time. This 
made a considerable write-up of inventory 
values over the previous closing, affecting 
only work in process and finished goods, as 
raw materials still were carried on the 
books at cost, which in this case was lower 
than market. As stated before, work in 
process and finished goods were valued at 
standard cost, even though the material 
contained therein cost less than standard 
basis, and more than the actual cost of raw 
materials. 

“This company is a manufacturer of cot- 
ton knit underwear for the wholesale and 
chain store business, and sales are made sev- 
eral months in advance of shipments, so 
that we are constantly manufacturing 
against future delivery dates or against 
blanket orders placed to protect price and 
delivery. Current new business is based on 
revised price lists based on material costs, 
but affects only the selling price, as all 
manufacturing records are based on the 
then existing standards in effect at that 


time. This company has a complete cotton 
yarn spinning plant for carded yarns, for 
which raw cotton is the material used. We 
also buy a quantity of other yarns we do 
not have the facilities to manufacture. These 
two materials form the major part of our 
basic raw materials. 

“We are fully aware of the fact that good 
accounting procedure, as well as income 
regulations, demand that inventories be cart- 
ried on the books at cost or market, which- 
ever is the lower. This we do insofar as 
raw materials are concerned but in finished 
goods and work in process these are car- 
ried on the books at standard cost, without 
regard to cost or market whichever is the 
lower, and depending on market conditions 
may be above or below that basis of valu- 
ation. Our basic raw materials are pur- 
chased by the pound, but when transferred 
to work in process and finished goods the 
unit has changed to dozens of garments, 
and the identity of the poundage has been 
lost, as we cost garments by the style as 
well as all the sizes of the style, and to 
change the cost basis means to refigure the 
multitude of items entering into the make 
up of the garment. But we are fully aware 
of the fact that as far as the value of in- 
ventories on the balance sheet of work in 
process and finished goods that they may be 
at a value above cost, and is in violation 
with regulations. Our problem is what to 
do about all of this when we next close 





problem in inventory valuation. 





ARE YOUR INVENTORIES AT STANDARD COST 
APPEARING ON THE BALANCE SHEET AT VALUES ABOVE 
ACTUAL COST OR MARKET? 

For those companies not on a “Last-in, First-out’’ basis, these 
days of rising raw materials, prices and labor rates present a 


In this article, presented in the form of a letter from Chair- 

man R. S. Holden, in reply to an inquiry, nine members of The 

| Committee on Technical Information and Research offer advice 

to a member who has been carrying his raw materials on the 

books at cost or market, whichever is lower, but, due to the great 

| number and variance of the processes through which the raw 

| materials go, has carried finished goods and work in process at 

| standard cost. The result is that his inventories may appear on 
the balance sheet at an inflated value, above cost or market. 


—THE EDITOR 

















our books out for the year, and what basis 
we would be allowed to use in the valu- 
ation of these inventories. 

“So far as I can see this would have no 
effect on the profit and loss statement for 
the year except in the case of a decided 
drop in market value below cost of raw 
materials, as any profit earned as a result 
of difference in price between cost and 
standard would have to be carried to the 
Profit and Loss statement. In the case of 
a decided drop in the market of raw ma- 
terials below cost, it would be necessary, I 
believe, to revise all standards to bring in- 
ventories to market levels, either by actually 
refiguring costs, or by a percentage method. 

“The whole problem as it appears to me 
is that the above mentioned inventories at 
Standard might easily appear on the bal- 
ance sheet at an inflated value above cost or 
market and the whole balance sheet looked 
on with suspicion. This of course would 
be a poor thing for a corporation to do.” 


The Replies 


Mr. Holden writes: 

“Several of the members of the Com- 
mittee who have had experience with 
this problem offer suggestions which 
are quoted immediately below and are 
willing further to discuss the subject 
should the inquirer wish,” 


SUGGESTED PROCEDURE 


“The following suggestions may be help- 
ful. I have used the suggested procedure 
in two enterprises where the cost of raw 
materials changed frequently and sufficiently 
that standard costs had to be recomputed 
often. In one case all costs were refigured 
monthly and in the other case at six month 
intervals. In addition all current cost esti- 
mates were made on the basis of the cur- 
rent material costs. 

“In these suggestions I have made one 
modification, namely, that I am proposing 
the same procedure for adjustment of labor 
cost as is proposed for adjustment of raw 
material cost. This suggestion is made in 
view of the present labor situation. It ap- 
pears that labor costs will probably change 
at frequent intervals. This may be due 
either to frequent demands from labor or 
to a contract which provides for a cost of 
living or other basis of adjustment. 

"Suggested procedure. 1. Include in the 
product standard cost data a statement of 
the quantity of raw material required and 
of the quantity of labor required. If sev- 
eral raw materials are used then the quantity 
of each raw material would be recorded. 
Also, if there be a wide variation in the 
wage rates of the labor required then it may 
be necessary to accumulate labor hours by 
classes. 

“2. Classify the in-process and finished 
goods inventory accounts as follows: (a) 
material in-process; (b) labor in-process; 
(c) overhead or burden in-process; (d) ma- 
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terial in finished goods; (e) labor in fin- 
ished goods; (f) burden or overhead in 
finished goods. 

3. The transfers from raw material or 
payroll or burden accounts to the in-process 
and from the in-process to finished goods 
accounts should be made both in quantities 
and in cost amounts. The transfers from 
finished goods to cost of goods sold should 
be in separate amounts from the inventory 
accounts merged into one account for the 
cost of goods sold account. If it should 
seem desirable, of course the cost of goods 
sold account should be kept in the three 
accounts recommended for in-process and 
finished goods. 

“4, Since the quantities of raw material 
in-process will be known the accounting 
would provide for charging from raw ma- 
terial to in-process at cost and in transfer- 
ring from in-process to finished goods at 
cost. Both of these cost amounts would be 
determined by the first in, first out method, 
adjusted for market if lower in accordance 
with their present procedure or in accord- 
ance with any other procedure which may 
later be adopted. The method just described 
for raw material will apply equally well to 
the other two elements of cost; namely, la- 
bor and burden. 

“The procedure recommended may ap- 
pear to substantially increase accounting 
costs. However, I would suggest on the 
basis of experience that the increase cost of 
keeping the records as suggested will be a 
rather nominal percentage increase. A first 
impression might be that this procedure will 
not apply where there are many products. 
One of the cases I mentioned above and in 
which I know the procedure has been 
used produces more than 30,000 parts and 
about 7,500 final assemblies—in the other 
case there are more than 200 finished prod- 
ucts. 

“Should your inquirer wish to ask any 
questions concerning my suggestion, I shall 
be glad to answer either through you or 


directly if you wish to refer him to me.” 


STANDARD MATERIAL Costs WITH 
RESERVE FOR RAW MATERIAL 
PRICE VARIANCE 


“We have used standard material costs in 
our accounting for many years, and have 
found that their use simplifies our cost 
work considerably by eliminating the neces- 
sity of carrying actual dollar values for 
every product through the work in process 
and finished stock accounts. We do not, 
however, believe it is satisfactory procedure 
to write off the differences between stand- 
ard and actual material costs to profit and 
loss at the time the materials are consumed 
and to carry all inventory of work in proc- 
ess and finished goods at standard. The dif- 
ficulties which are encountered if this is 
done are so well set forth in the inquiry as 
submitted that it does not seem necessary 


to enlarge on them; briefly, unless actual 
costs of material run consistently very close 
to standard the inventory valuation is apt 
to be overstated or understated, with a cor- 
responding distortion of profits. This dif- 
ficulty is accentuated when there is sub- 
stantial forward selling, as appears to be 
true in this case, since there are quite likely 
to be fluctuations in the cost and market 
values of materials between the dates of 
sale and the dates of shipment. 

“In order to secure the benefits of the 
simplification which is possible through the 
use of standard material costs without dis- 
tortion of our inventory values our practice 
is to carry the difference between standard 
and actual cost to a ‘Reserve for Raw Ma- 
terial Price Variance’ at the time the ma- 
terials are consumed. At the end of each 
four-week accounting period we make a 
calculation of the amount of this reserve 
which is applicable to the inventories and 
the amount which is applicable to the 
goods that have been shipped during the 
period. In our cotton mills, where cotton 
is the only raw material, we compute the 
actual cotton content of the inventory of 
work in process and finished goods at the 
end of each period and figure the difference 
between the actual and standard cost of this 
cotton. This difference represents the 
amount of the price variance which is ap- 
plicable to the inventory. The ‘Reserve for 
Raw Material Price Variance’ is adjusted 
to this figure with an offsetting debit or 
credit to a profit and loss account ‘Earned 
Material Price Variance,’ which represents 
the variance applicable to the shipments 
during the period. 

“In other plants where many different 
raw materials are in use it is impractical to 
determine the material content of the work 
in process and finished goods inventory each 
period. In these plants we make the ap- 
portionment of raw material price variances 
between the inventories and the current 
period’s shipments by various methods of 
approximation, using the ratio between the 
actual and the standard cost of materials 
consumed during the period as a basis for 
our calculations. These approximate meth- 
ods are not of course as accurate as the pro- 
cedure in effect in the cotton mills but we 
have had no difficulty in obtaining satis- 
factory cost valuations of our inventories 
for balance sheet purposes. 

“The effect of the above procedures is 
that while we carry materials through the 
accounts at standard our inventories are ad- 
justed to actual through the ‘Reserve for 
Raw Material Price Variance’ and the cost 
of sales is adjusted to actual, as far as ma- 
terial is concerned, through the ‘Earned 
Material Price Variance’ account. There are 
naturally many questions of detail which 
would come up in applying these methods 
in any particular situation but considering 
the conditions of the problem submitted in 
this inquiry I believe that a procedure along 
these lines might be operated effectively. If 
the controller submitting the inquiry is in- 
terested in going into details of our pro- 
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cedure I will be glad to enlarge on the 


above very condensed statement.” 
* * * 


LasT-IN, First-OuT Basis 


“IT have read with interest the letter from 
the firm which is working on a standard 
cost basis and in view of the rising market 
of which they speak, the point the individ- 
ual should be asking is whether or not 
they should not go on the last-in, first-out 
basis, as he very definitely has set up his 
books on that basis. This would eliminate 
any need to change standards from time to 
time. 

“We have used a standard cost system 
for five or six years, but have never tied 
same into the books, merely using it for 
report purposes to determine our monthly 
profit and loss and at each quarter taking 
a physical inventory and pricing same at 
standard and at cost or market and arriving 
at a profit and loss on both bases. The 
first is at standard to check our monthly 
profit and loss statements for their vari- 
ition and I might say that the variations 
have been quite satisfactorily improving 
year after year. 

“In the largest of our divisions we have 
not changed our standards for two years 
and while we are running into large vari- 
itions at the present time, we have a defi- 
nite yardstick to gauge our course. The 
gross mark ups are very high because the 
sales are at replacement, whereas the stand- 
ards are at prices two years old. 

“As I said at the beginning, I think that 
the writer of the inquiry should thoroughly 
canvass the thought of using the last-in, 
first-out inventory method, which his firm 
can elect to use because they are manufac- 
turers. If he has thought of this, I certainly 
would appreciate an opportunity to discuss 
by correspondence or phone what conclu- 
sions he has come to. 

“Inasmuch as the firm on review is very 
similar in nature to our firm, I would be 
happy to have their controller visit us and 
see what we do, as there is a possibility 
that through review of each other’s systems 
mutual benefits could be obtained.” 

* ° * * 


RECOMMENDS Last-IN, First-OutT 


“As nearly as I can evaluate the situation, 
it appears to be one where fixed standard 
costs are satisfactory when there is no great 
fluctuation in the price of the raw ma- 
terials or in the cost of processing. The 
system used apparently does not take into 
account the effect of violent fluctuations 
and to that extent appears to be faulty. To 
adjust standard costs upward in effect is 
taking into results unrealized profits in in- 
ventory, and, unless some recognition is 
given to that fact, the results for the year 
are likely to be overstated. That sort of 
situation is becoming recognized as one 
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needing correction, and the Last-in, First- 
out method now approved under the In- 
ternal Revenue Code recognizes the prin- 
ciple. 

“The business referred to apparently is 
one where large inventories must be carried 
and, therefore, lends itself to the use of the 
Last-in First-out method. 

“I believe that a number of knitting mills 
have gone into the subject rather thoroughly 
and no doubt your inquirer can secure the 
information on that subject through his 
trade association. In order to give a cor- 
rect answer would require considerable 
study of the particular business and the cost 
methods used. 

“Answering generally, I should say that, 
if the method in use is continued, then by 
all means some explanation should be given 
in the financial reports that it is estimated 
that a certain amount of the net result is 
represented by appreciation in inventory; 
also, that if it is found practical from a 
financial and other standpoints, to set up 
reserves for depreciation on that inventory 
or accomplish the same thing through the 
use of the Last-in First-out method. 

“I notice that your inquirer states that 
they are using a system installed by a Chi- 
cago firm. If that means that the inquirer 
also is located in Chicago and would care 
to call on the writer and discuss his prob- 
lem more thoroughly, we shall be glad to 
have him do so.” 

* * * 


WouLp Carry Two RECORDS 


The following statement is sub- 
mitted by a controller, a member of 
the Institute, who has had extensive 
experience with standard cost systems: 


“I have read the statement of the case 
several times and believe that a thorough 
knowledge of the business in greater detail 
than is stated in the letter would be neces- 
sary in order to give an answer which 
might be at all valuable to the company in 
question. 

“In similar cases, however, I have found 
that standard cost values can be carried 
year in and year out as a part of the cost 
set-up taking into account heavy variances 
in costs of materials which appear to be 
more or less permanent and adjusting tem- 
porary increases and decreases in costs by 
means of the control of variances. The ac- 
tual value of the inventory when originally 
priced for balance sheets and income tax 
purposes would be, of course, on the basis 
of ‘cost or market whichever is lower’ and 
the final records of these values can be car- 
tied on through the general ledger by using 
the actual cost values through the year or 
whatever period is used before closing 
entries are made. 

“At the end of the period the actual 
physical inventory can be again priced at 
standard cost as carried through the cost 
records and basic adjustments made either 


by direct comparisons or through costs of 
materials on hand at the time either by 
standard values on the cost books or by a 
percentage method where many items can 
be grouped into a common classification 
where the difference between actual cost and 
standard cost is homogeneous. 

“In other words it seems to me that the 
carrying of two records, one, the standard 
cost inventory record which is a part of the 
standard cost system which is the yardstick 
of the measurement of standard operation 
under normal conditions, and, second, the 
true financial record carried through the 
general ledger on the basis of actual money 
spent for inventories through the period, 
is essential. 

“We have found that in spite of heavy 
variations of specific items, we can adjust 
the difference at any time between the 
standard cost inventory classifications and 
the true cost classifications on the ledgers. 
It is necessary, of course, to always use the 
actual true costs at any time as a basis for 
quotations for the sale of goods, but even 
so the standard cost system will remain the 
normal measurement of the ideal cost of 
manufacturing conditions. 

“As stated above, we use the standard 
cost system as the true normal setup on 
which the operation of the entire factory is 
based and check actual physical conditions 
brought about by current conditions of costs 
of materials or labor against the standard 
setup by means of monthly reports. 

“I can appreciate the difficulty of stand- 
ard cost operation while material prices 
fluctuate up and down very rapidly, but in 
spite of this I still believe the two systems 
of valuations carried along side by side 
will reveal both sides of the picture and 
permit easy adjustment of book values even 
though the standard cost transfer values are 
carried in the general ledger during the fi- 
nancial period. 

“Profit and loss statements, of course, 
will reveal the actual financial conditions, 
and the only varying items on the books 
will be the true value of the residual inven- 
tory at the end of the period and this must 
be done by physical inventory and valuation 
based on costs at the time. 

“Even in the factory where the materials 
disappear into goods in process I believe 
that classification of the goods in process 
into homogeneous groups will permit fairly 
accurate valuation at the end of any pe- 
riod.” 

* * * 


Other replies from members of the 
Committee are quoted below: 


“It would be my recommendation that 
these people adopt the system of ‘Last-In, 
First-Out,’ which will completely eliminate 
any profits or losses from the juggling of 
inventory prices and no profit or loss would 
thereafter result, except from actual sales. 

“There are many articles on the subject, 
especially in connection with the starting 


(Please turn to page 30) 
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Types and Operations of Defense 


Classifying and analyzing defense 
contracts is somewhat hazardous. Al- 
though general indications of the 
structure of the field may be set 
down, they should be approached 
with great caution since they may be 
inadequate as descriptions of specific 
contracts. The task takes on aspects 
of a combined statistical and legal 
approach—rough averages are given 
and elusive definitions are used. 

A general analysis may serve to de- 
velop basic notions and points to be 
watched. But the contracts of any 
specific company should be investi- 
gated separately before any definite 
accounting or business approach 
toward them is developed. Similarly, 
there is no easy road to the deter- 
mination of which is the best type of 
contract, for either the government 
or industry, in specific situations. 

With this in mind the following 
survey is merely illustrative of the 
types of contractual relationships de- 
veloped under the defense program: 
methods of forming contracts; quan- 
tities covered; price provisions in- 
cluding fixed prices, escalator clauses, 
cost-plus contracts, target price con- 
tracts, and other bonus and penalty 
provisions; the problem of accelera- 
tion and increased production under 
existing contracts; terminations and 
settlements of contracts; war-time 
contract forms; financing and facil- 
ities; and sub-contracts. 


METHODS OF FORMING CONTRACTS 


The most popular type of govern- 
ment contract is the fixed price 
agreement based upon low bids. This 
accounted for 733,000 out of 739,000 
Army contracts entered into from 
July 1, 1940 to March 1, 1941. In 
some cases the advertisement asks for 
a single bid to cover the entire re- 
quirements; other advertisements 
state the maximum amounts that will 


Contracts 


By Mark S. Massel 


be purchased from any individual 
bidder so that several contractors 
will share the total order; some pro- 
cedures permit individual contrac- 
tors to bid for a specific amount at 
one price and another amount at a 
higher price. 

Negotiated contracts are fewer in 
number, but they cover a major seg- 
ment of total defense purchases. 
They may contain fixed prices, fixed 
prices subject to escalator provisions, 
or cost-plus provisions. Many such 
orders are negotiated with only one 
company right from the start. In 
other cases, a modified form of bid- 


-ding is developed by asking several 


companies what prices they would 
charge. On many occasions, the con- 
tracting officer may reject some or all 
of the bids submitted after advertise- 
ment and negotiate with other com- 
panies for his total requirements. 
Some contracts which were developed 
through low bids are modified 
through negotiations. For example, 
a contract to make deliveries in eight 
months may be changed by negotia- 
tion to provide for a delivery period 
of five months at a higher price. 
The so-called letter of intent, a 
letter contract which was developed 
in 1940, is resorted to when speed is 
paramount. The government notifies 
the contractor that a formal contract 
will be entered into and directs him 


to start production. If the formal 
contract is not made by a given date 
the Department agrees to pay the 
contractor's expenses, up to specific 
amounts, and to take over the equip- 
ment and materials acquired by him 
on the basis of the letter. 


QUANTITIES COVERED 


Most contracts call for the delivery 
of specific quantities or for the com- 
pletion of a specific job. Others, fol- 
lowing usual peacetime procedures, 
are open-end contracts, known in 
England as “running” contracts. Un- 
der these, the contractor agrees to 
fill all the requirements of the gov- 
ernment at a set price during a pe- 
riod of time. The government merely 
agrees to fill its requirements 
through that contractor. Under a 
third, or hybrid type, the govern- 
ment agrees to purchase a specific 
quantity but reserves the option to 
increase the volume within a given 


period. 


FIXED-PRICE OR LUMP SUM 
CONTRACTS 


The most inflexible price arrange- 
ments contained in the Federal con- 
tracts are found under fixed-price or 
lump sum agreements. Their advan- 
tages are fairly simple. There is no 








KNOW YOUR DEFENSE AND WAR-TIME CONTRACTS 


Defense contracts, with few modifications, are what war con- 
tracts will be. In this address, delivered by Mr. Mark S. Massel, | 
Cost Consultant to the Bureau of Research and Statistics, Office | 
of Production Management, at the November 24 meeting of the 
Illinois Society of Certified Public Accountants, there is pre- 
sented a thorough review of the forms and operations of defense 
contracts, together with an indication of how the war basis of the 
nation today may affect the government's future contracts. | 


—THE EDITOR | 
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need to develop and audit costs, or to 
administer escalator provisions. Both 
parties know definitely what price will 
be paid. The contractor retains his 
ordinary profit incentive to keep his 
costs as low as possible; and any sav- 
ings which he makes will redound to 
his own benefit. 

Combined with this incentive to 
save is the desire and ability to acceler- 
ate production. No time need be spent 
in determining which costs are allow- 
able and in keeping minute checks on 
amounts paid out; there is no advan- 
tage in stretching out a contract to ob- 
tain the benefits of price increases due 
to changes in the general price level, 
or to recover larger proportions of the 
total annual overhead charges. Tied 
in with this is the advantage of a 
minimum of litigation and disagree- 
ment, since the most controversial ele- 
ments are settled when the contract is 
drawn. 

Although, at first blush a fixed-price 
contract seems to place no burden on 
the business accountant, it does in- 
volve some fairly intricate problems. 
First, unit costs must be estimated be- 
forehand as a guide in determining 
equitable prices. This includes careful 
examination of the terms of the con- 
tract, and the differences due to possi- 
ble changes in the volume of produc- 
tion, material prices and wage rates. 
Tied in with this is the problem of 
furnishing cost information to con- 
tracting officers who may want to check 
the justification of the asking price or 
may have to report on the inclusion of 
amortization of new facilities. 


ESCALATOR PROVISIONS 


Escalator contracts contain a base 
price with a proviso that the price will 
be adjusted to allow for certain speci- 
fied changes in material prices and 
wage rates. Some of these contracts 
provide that prices are to be adjusted 
upwards or downwards while others 
call for upward adjustments only. 
Escalation depends upon several fac- 
tors: the amounts to be adjusted, the 
indexes used, the methods of comput- 
ing the adjustments, and the treatment 
of subcontracts. 

Most escalator provisions specify 
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figures which are to be accepted as la- 
bor and material costs for purposes of 
adjustment, without regard to actual 
expenditures. A few use actual pay- 
ments as a base. The adjustments are 
usually based upon indexes of average 
wage rates and material prices in the 
market. At the present time the most 
widely used indexes are developed by 
the Bureau of Labor Statistics. Aver- 
age hourly earnings in the shipyard 
and construction industries, machinery 
industry, durable goods manufacturing 
and aircraft manufacturing are the 
most frequent. The most common ma- 
terial indexes are those for metals and 
metal products. 

In a few cases the adjustments are 
based upon the average wage rates 
and material prices paid by the con- 
tractor. Under most of these, the only 
wage increases recognized are those 
which are due to factors beyond the 
manufacturer's control, such as govern- 
ment rulings or changes in the eco- 
nomic situation. In a few contracts, 
actual costs are used as a ceiling on 
adjustments. 


CONTRACTS Must SHow How 
INDEXES WILL BE USED 


Since escalator contracts extend over 
a period of time, the contract must 
prescribe how the indexes over that 
time interval will be utilized. For ex- 
ample, one form provides a schedule 
arbitrarily setting the amounts assumed 
to be paid for labor during each quar- 
ter for the life of the contract; adjust- 
ments are made on this basis re- 
gardless of when actual payrolls were 
incurred; and the per cent. increase in 
wage rates from the base period to the 
individual quarters is multiplied by the 
estimated expenditure to arrive at the 
adjustment. Other contracts provide 
that the total estimate for labor will 
be prorated among the various quar- 
ters on the basis of actual expendi- 
tures. 

Many provide that the prorations 
for material will be based upon actual 
material shipments received during re- 
spective quarters. A few agreements 
avoid this problem by providing that 
all adjustments for labor and material 
will depend upon the shipment of the 


finished product during each of the 
quarters. 

Some contracts contain specific limi- 
tations on the amount of the adjust- 
ment. For example, certain ones pro- 
vide that total adjustments cannot ex- 
ceed a given per cent. of the base price ; 
some limit total adjustments to net 
increases in cost. Others provide that 
no adjustment will be made until a 
given number of quarters elapse; while 
some use only the index in the first 
quarter. 


LONG TERM ADVANTAGES 


The major advantages of escalator 
provisions apply to long term contracts 
because of the additional risk involved 
in forecasting changes in market prices 
and wage rates. Since the government 
assumes this risk, the base price should 
be lower than if the contractor had to 
guarantee a fixed price over a period 
of time. Because changes in the con- 
tract prices are determined by market 
conditions instead of individual costs, 
escalator contracts retain much the 
same incentive for savings and ac- 
celerated production as fixed-price con- 
tracts do. The administrative features 
of the contract are not very intricate 
because adjustments are made without 
audits. 

It must be remembered that escalator 
clauses are not intended to remove all 
direct risk by giving a manufacturer 
cost protection. They are set up as 
protection against those changes in 
cost which are due to movements in 
the general price level. But they are 
not intended to reflect changes in his 
cost due to differences in his particular 
wage rates, material prices and efh- 
ciency. The theory behind the escalator 
clause is that a contractor who is not 
given complete cost protection will re- 
tain his ordinary profit incentives for 
controlling costs. Therefore, if the 
escalator clause becomes a modified 
cost-plus contract, it may lose some of 
its main advantages. 

The accounting problems under es- 
calator contracts resemble those of the 
fixed-price contract. Although some 
few do employ subsequent actual costs 
as price ceilings most of them avoid 
all direct cost problems. 
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Of course, cost estimates must be 
used in arriving at such contract terms 
as the selection of time periods and 
quotas, the proportions set for labor 
and materials, and the determination 
of the indexes which will most closely 
reflect expected cost changes. 


Cost-PLus CONTRACTS 


The most flexible price arrange- 
ments are found in cost-plus contracts. 
Under these the government agrees to 
pay certain costs and to provide a fixed 
fee to cover non-allowable costs and 
profit. Fees are limited by statute to 
six and seven per cent. of estimated 
cost, but are usually lower. Because 
of statutory provisions they cannot be 
raised when costs are higher than esti- 
mated. Some contracts provide that 
cost-plus-a-fixed-fee will be paid for a 
test batch, for example, 25 per cent. of 
the order. Fixed prices are then to 
be agreed upon for the remainder on 
the basis of these ‘‘pilot’’ costs. 

Cost-plus contracts shift most risks 
to the purchaser. They reduce the un- 
certainty of the contractor who lacks 
experience in manufacturing the par- 
ticular product. At the same time, 
they permit the reduction of prices if 
costs decline. One of their prime ad- 
vantages is a military one: they reduce 
the time taken for negotiations so that 
production can be started more quickly. 

Since there will be no payments for 
tisk, the prices should be lower under 
such contracts if costs are controlled 
in accordance with regular conservative 
business practice. However, there are 
many grounds for wondering if cost 
controls will be exercised. 

Under a short-sighted policy, con- 
tractors may believe that there is no 
need for controlling costs and permit 
efficiency to decline or else increase 
wage rates and material prices unneces- 
sarily. Thus, the British Select Com- 
mittee on National Expenditures found 
that the English cost-plus contracts 
“provide in themselves no incentive 
to efficiency, economy or speed. . . .” 
The operations of this force are illus- 
trated by the contractors who order all 
materials at once as protection against 
future shortages knowing that the gov- 
ernment will pay all the bills. If many 
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follow this procedure the sudden un- 
usual demand may force prices up and 
keep materials from the producers who 
really need them. 

If costs are increased at the expense 
of efficiency, a strategic inflationary 
force is engendered. Moreover, sup- 
plies of both military and civilian 
goods would be further restricted by 
the less efficient utilization of materi- 
als, labor and capacity. This, together 
with increased purchasing power and 
rising costs would increase prices, and 
in turn the cost of living, wage rates, 
and so on. 


“Cost-PLus’” ACCOUNTING 
PROBLEMS 


The accounting problems under 
these contracts fall into two main cate- 
gories: administering the contract, and 
controlling cost inflation. Estimates 
must be made of allowable costs and 
reasonable fees relative to costs and 
investment. Costs systems must be ad- 
ministered to fulfill the requirements 
of the contract and information must 
be supplied to advance the settlement 
of the contract. In this activity it 
seems probable that an accountant’s 
duty to the contractor is best executed 
not by trying to increase allowable 
costs, but by helping to develop easy 
settlements. This policy should lead 
to more business and eliminate the 
direct expenses and delays of pro- 
tracted controversy. 

The prime need in the administra- 
tion of the cost provisions is certainty 
in the definitions of allowable costs 
and methods of finding them. The 
British Select Committee, after review- 
ing a more extensive experience than 
ours, reported that uncertainty regard- 
ing cost definitions creates difficulties 
for contractors and weakens the effec- 
tiveness of government control. It ad- 
vocated more definite statements of 
policy and definitions of technical con- 
tract terms to save time, reduce dif- 
ficulties of administration, and reduce 
protracted negotiations. 

At present, efforts are going forward 
to improve our own situation in this 
area. A manual which develops cost 
approaches is being organized for the 
guidance of contractors. In addition, 
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accounting rules and definitions, as 
well as audit procedures, are being 
steadily tightened. Of course, many 
of the problems will iron themselves 
out through experience. But the prob- 
lem is under constant scrutiny. 


TARGET PRICES 


One method for limiting the in- 
flationary tendencies of cost-plus con- 
tracts is through the use of target- 
prices, or “bogey costs” as they were 
termed in World War I. Under this 
type of contract, an estimated cost is 
given and a fee set. If actual cost is 
lower than estimated, the fee is in- 
creased by a given per cent. of the cost 
savings. On the other hand, if actual 
cost is higher, the fee is decreased by 
a percentage of the difference. Upper 
and lower limits for the fees are usu- 
ally specified. For example, estimated 
cost might be $100,000; the set fee 
$3,500; the contractor is to share 50 
per cent. of the savings and suffer 30 
per cent. of the additional cost; maxi- 
mum fee is to be $6,000, minimum 
$1,500. If the cost were $95,000 the 
contractor would receive a $6,000 fee; 
if cost were $104,000 he would be 
entitled to a fee of $2,300. 

Under this provision the contractor 
gets the same cost protection, while 
the government has the advantage of 
an efficiency-supporting profit incen- 
tive, and the economy avoids some in- 
flationary tendencies. However, the 
dangers inherent in the procedure 
should not be under-estimated. The 
tendency of contractors to puff up esti- 
mated costs in order to insure a large 
fee is reflected in the fact that the 
British Select Committee had “‘not 
heard of any case where contractors 
have lost any part of their fee by way 
of penalty.” 

This danger can be tempered if the 
contracting officer starts out with rea- 
sonably good cost estimates of his 
own. Another safeguard is mentioned 
by Mr. J. F. Crowell, in his study of 
Government War Contracts during 
World War I. If the government asks 
several companies for cost estimates, 
those who submit high cost estimates 
simply do not get the contract and a 
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Treatment of Discounts and Premiums 
in the Refunding of Bonds 


Mr. Chairman, I appreciate this 
opportunity to participate in the discus- 
sion this morning because it is a sub- 
ject in which I have long been inter- 
ested. I should also like to say that 
the American Institute of Accountants 
welcomes the opportunity to exchange 
views with The Controllers Institute, 
because we have a strong feeling that 
the cooperation of our organizations 
can mean a great deal for the improve- 
ment of accounting practice—you in 
your direct field of corporate account- 
ing, and we in our professional rela- 
tionship to it. 

We each have an important function 
to perform, and cooperation between 
us can be very helpful. I was especially 
reminded of that as Mr. Richard H. 
Browne spoke of the restrictions that 
accountants are experiencing by reason 
of the activities of many regulatory 
commissions, of the Treasury and of 
the Securities and Exchange Commis- 
sion. There, I think, we need to do 
our utmost to present the viewpoint 
that comes out of our experience in 
the business world. 


POWER OF REGULATORY 
COMMISSIONS 


In considering the subject before us 
for discussion, may I say at the outset 
that our Institute’s committee on ac- 
counting procedure recognized the 
difficulty of dealing satisfactorily with 
this problem for a number of different 
reasons. An outstanding reason was 
that both you as controllers, who have 
the responsibility for the keeping of 
the accounts and the preparation of 
financial statements therefrom, and we 
as accountants, who may review the 
accounts for the purpose of certifying 
the statements, sometimes have our 
hands tied by the fact that the regula- 
tory commissions have the power un- 
der the law to say what must be done 
in a given case. As has been well 
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pointed out, the decisions of these 
commissions have varied considerably 
in dealing with this particular problem 
as it arose in the cases of different com- 
panies. 

The Research Department of the 
American Institute of Accountants has 
made a compilation of the action of 
different commissions in some sixty- 
odd bond issues that were of a refund- 
ing character, during the two years 
from July, 1939, to June, 1941.* 
Many different commissions _partici- 
pated, including the Federal Power 
Commission to whose action in the 
Pennsylvania Water and Power case 
Mr. Brown referred. Incidentally, in 
that case the Federal Power Commis- 
sion expressed a strong opinion that, 
ordinarily, the unamortized discount 
and the redemption premium on the 
old issue had best be written off, and 
quoted our Institute Research Bulletin 
as an authority or support for that po- 
sition, but failed to point out much 
that we said in that Bulletin, including 
the fact that it was desirable in many 


* In an interesting article which appeared 
in the Journal of Accountancy for July, 
1941, Professor J. C. Clendenin gave the 
results of a survey of actual practice in the 
field of bond accounting, and summarized 
“How 118 Major Corporations Account for 
Bond Discount.” 


cases, in view of the importance of the 
income account today, not to follow 
any longer the old procedure of simply 
writing off the unamortized discount 
and the redemption premium to sur- 
plus at the time that a bond issue was 
refunded by means of new issue, but 
rather to amortize them over a succeed- 
ing period so that the discount and 
premium get into the income account. 


COMMISSION ACTION VARIED 
GREATLY 


In the aforementioned compilation 
of the action taken regarding unamor- 
tized discount and redemption premium 
in approximately sixty cases of refund- 
ing issues, the Federal Power Commis- 
sion and the commissions of many of 
the different states passed on the ac- 
tion taken or the policy adopted by the 
particular company and prescribed for 
them in many cases what they would 
be permitted to do. The commission 
action varied greatly in different cases. 
In some cases the commission having 
jurisdiction approved of spreading 
them over the remaining life of the 
issue retired, in other cases it ap- 
proved of spreading it over the life of 
the new issue, but in other cases the 
commission prescribed an arbitrary 








SHOULD UNAMORTIZED DISCOUNT AND REDEMPTION 
PREMIUM BE SPREAD OVER LIFE OF NEW OR OLD ISSUE? 


Mr. Staub, a partner in Lybrand, Ross Brothers and Mont- 
gomery, public accountants, will give no comfort to those who 
demand a black-or-white answer to their problems. 

In this address, delivered before the Tenth Anniversary Meet- 
ing of The Controllers Institute of America in New York City, 
Mr. Staub points out the inconsistencies of governmental 
agencies in dealing with the treatment of discounts and pre- | 
miums in refunding operations, but only suggests his preferred | 
procedure—amortizing the discount and premium through the 
income account over a future period—and states clearly that 
there is no generally accepted “‘right’’ or ‘‘wrong” treatment. 
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period (shorter periods than either of 
the foregoing alternatives) that was 
neither one nor the other. However, 
where such shorter period was inter- 
mediate between an immediate write- 
off of the entire unamortized discount 
and redemption premium and an 
amortization thereof over the unex- 
pired period of the refunded issue, the 
action may be said to come within the 
scope of the Acceleration of Amortiza- 
tion recognized in our Institute Re- 
search Bulletin as permissible, “pro- 
vided the charges are made against 
income and are not so large as seti- 
ously to distort the results presented 
for any particular period.” 


PuBLic UTILITIES 


In fields, such as that of public utili- 
ties, where regulatory bodies have 
power to direct accounting procedures, 
a special problem exists for both con- 
trollers and independent accountants. 
I trust, however, that where we can 
show what the best practice is, and if 
you in the Controllers Institute and we 
in the American Institute of Account- 
ants can cooperate effectively in that 
regard, sooner or later we can secure 
its recognition by the regulatory bod- 
ies. 

Let me go back a short distance into 
the past. This problem we are dis- 
cussing this morning was not consid- 
ered a live one until about a decade 
ago. It became a live issue by reason 
of the unprecedented fall in the cur- 
rent rate of interest during the past 
decade. This has caused the refund- 
ing of outstanding bond issues, pri- 
marily for the purpose of reducing the 
interest rate thereon, to an extent that 
I do not think has been equalled at 
any time in the past. We have seen a 
great deal of it by both utility and in- 
dustrial corporations. 

I do not recall that any of the uni- 
form accounting systems promulgated 
by regulatory commissions up to ten 
years ago, contained any definite rec- 
ognition of the propriety of, or any 
permission for, carrying forward una- 
mortized discount and redemption 
premiums in respect of bonds retired, 
even though they may have been re- 
tired by funds received through the 
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issue of new bonds. In fact, the Fed- 
eral Communications Commission only 
recently amended the system promul- 
gated by it to provide therefor, and the 
Interstate Commerce Commission still 
appears to make no such provision. 


TREND OF LAstT TEN YEARS 


The Interstate Commerce Commis- 
sion directs the writing off of the una- 
mortized discount and the redemption 
premium when bonds are retired, re- 
gardless of whether through actual 
payment of the indebtedness or 
through continuing the indebtedness 
by issuing other bonds. In earlier 
years, at least, that Commission even 
encouraged the writing off of the en- 


tire discount at the time the bonds ~ 


were issued. The amortization plan 
was one that received its approval as 
the years went on rather than in the 
earlier period of the Commission’s 
regulatory activities. 

This swing of thought that has oc- 
curred especially during the last dec- 
ade, has been due in some measure to 
the recognition that in the present day 
the income account often has a greater 
importance, certainly in the case of 
public utility corporations, than the 
balance sheet. It is really for this rea- 
son that we are discussing this prob- 
lem this morning. 

I remember that about 1930, one of 
our utility clients said to us that they 
thought there was an opportunity to 
refund a large bond issue of one of 
their subsidiary companies at a lower 
rate of interest. They said, ‘‘However, 
if we follow the usual practice of 
writing off the unamortized discount 
on the bonds at present outstanding, 
as well as the redemption premium, to 
effect this refunding operation, the 
company just cannot stand it because 
it has not enough surplus. Now, is 
there any way by which that situation 
can be handled from an accounting 
standpoint so that we can effect this 
refunding operation if we find it to 
be possible ?” 

I gave it a good bit of thought and 
discussed it with some of my partt- 
ners, and found that at first there was 
a disinclination to encourage carrying 
as a deferred charge unamortized bond 
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discount and the redemption premium 
in respect of bonds that would be no 
longer outstanding. That is the point 
that the Federal Power Commission 
emphasized in the Pennsylvania Water 
and Power case to which Mr. Browne 
referred. 

But the more I thought of it, the 
more I became convinced that it was 
more conservative to amortize the dis- 
count and premium on the refunded 
bonds through the income account 
over a future period than to write 
them off in one fell swoop to surplus 
account, which had been the usual 
practice in the past. I shall make a 
confession here that may give encour- 
agement to those who have preceded 
me on this program, and who have 
argued for spreading the premium over 
the period of the new issue. My own 
thought was to spread both unamor- 
tized discount and redemption pre- 
mium over the life of the new bonds. 
I may say that I see, also, a certain 
amount of argument for that, even 
though I concurred in Research Bul- 
letin No. 2 of the American Insti- 
tute of Accountants, which advocates 
spreading them both over the remain- 
ing life of the refunded (old) issue. 


No “RIGHT” AND “WRONG” Way 


I think we have a question here that 
is not one of black or white; it is not 
one of, “this is right and that is 
wrong.” We are dealing with the sub- 
ject from the standpoint of what is 
the way that the greatest number can 
agree upon for the purpose of getting 
the best practical result in treating the 
unamortized discount and redemption 
premiums when there has been a re- 
funding. 

Incidentally, at this point, perhaps 
I can dispose of a note I made when 
Mr. Browne referred to Accounting 
Release No. 10 of the Securities and 
Exchange Commission. That release, 
if I remember correctly, was primarily 
for the purpose of making it clear 
that in the opinion of the Chief Ac- 
countant of the Commission, the pay- 
ing off of bonds through funds ob- 
tained from the issuance of capital 
stock, in other words, what we may 
call enterprise capital as distinguished 
from borrowed capital, did not come 
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within the scope of what is ordinarily 
considered to be a refunding opera- 
tion. A bond refunding operation 
means that an outstanding bond issue 
is redeemed by issuing other bonds in 
its stead. If the issue to be redeemed 
has not yet matured, the new issue may 
be at a lower rate of interest—this 
has been the motive for most of the 
refundings in recent years—and ad- 
vantage is often taken of the opportu- 
nity to extend the maturity date. 

That was the thing that the Chief 
Accountant of the Commission wanted 
to emphasize, and I think in that re- 
spect, it really does not need very 
much consideration from us this morn- 
ing because he had a different point 
in mind than that which we are trying 
to decide; that is, whether or not the 
unamortized discount and _ particularly 
the redemption premium should be 
spread over the remaining life of the 
old issue or spread over the life of 
the new issue. 


AGREEMENT IN CONTROLLERS 
INSTITUTE 


I was interested to see that there is 
apparent agreement in the Control- 
lers Institute that unamortized dis- 
count on the old issue should be 
spread over its remaining life. If I 
understood correctly, there has been 
no dissent from that point, and you 
may be interested to know that in the 
American Institute of Accountants’ 
committee, there was not even una- 
nimity on that to begin with. Those 
who felt that there was any ground 
for spreading it over the life of the 
new issue felt that the unamortized 
discount and the redemption pre- 
mium should go hand-in-hand. The 
premium arises out of the same inden- 
ture as the unamortized discount. It 
is a contemplation of a possible re- 
demption of the bonds before ma- 
turity, and in my opinion it is in the 
nature of a supplemental compensa- 
tion to those bondholders who are im- 
pelled, you might say, to take back 
their principal before the period has 
expired for which the bonds had been 
issued. 

I did not notice mention in either 
the papers or statements by preceding 
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speakers that in not a few issues there 
is a provision for decreasing amount 
of premium, so that the closer you get 
to the maturity date, the less the com- 
pany is required to pay if it wants to 
redeem the issue prematurely. That, 
again, seems to me to imply that the 
premium is in the nature of a supple- 
mental compensation, that is an ad- 
dition to the interest paid from year 
to year and the discount contracted 
for at the time of the issue. It is a 
recognition that the longer the issue 
runs before there is a redemption prior 
to the ultimate maturity date, the less 
should be that supplemental compen- 
sation because the bondholder has had 
a proportionately longer benefit from 
investing his principal at an interest 
rate under circumstances satisfactory 
to him. 

That seems to me to be something 
that we need to consider in determin- 
ing whether the two go hand-in-hand, 
as our Institute committee felt was the 
case, or whether the two ought to be 
separated as has been suggested in 
some of the remarks of preceding 
speakers. The conclusions which our 
Institute Committee reached have al- 
ready been pointed out. 

There was considerable discussion 
in our Institute Committee, and in ad- 
dition to the two dissents by Profes- 
sors Paton and Kester, there were sev- 
eral others in the committee who were 
in favor of spreading the unamortized 
discount and the redemption premium 
over the life of the new issue. How- 
ever, it seemed to those of us who 
did not formally dissent but concurred 
in the majority opinion, that there was 
more to be gained by trying to nar- 
row down the number of alternatives 
than by leaving the situation wide 
open. 


CRITICIZED FOR Not MAKING 
FLAT PRONOUNCEMENT 


One of the criticisms that the Se- 
curities and Exchange Commission and 
some of the other commissions have 
made in the last few years is that ac- 
countants recognize too many alterna- 
tives for differing conditions, and 
they are not willing to nail the thing 
down and say, ‘In these circumstances 
you must do thus, and in these circum- 


stances you must do so.” The follow- 
ing observation by the late Mr. Justice 
Holmes is pertinent to this criticism 
and may well receive consideration 
even though it refers to the law and 
not in terms to accounting: 


“The language of judicial decision is mainly 
the language of logic. And the logical 
method and form flatter that longing for 
certainty and repose which is in every 
human mind. But certainty generally is 
illusion, and repose is not the destiny of 
man.” 


The commissions themselves, as I 
pointed out a few minutes ago, by their 
diversity of treatment resort to an even 
greater number of alternatives than 
we recognize, and that on occasion 
they allow expediency to influence 
their decisions. Mr. George O. May, 
who only recently retired from the ac- 
tive chairmanship of our Institute Com- 
mittee on Accounting Procedure, 
pointed out in an article which ap- 
peared in the Journal of Accountancy 
last February, 1941, that the Federal 
Power Commission, in its Pennsyl- 
vania Water and Power decision, had 
referred to regulatory expediency, and 
further pointed out that while alter- 
native treatments of accounting items 
are, in certain circumstances, permis- 
sible, such alternatives should be recog- 
nized as within the limits of sound ac- 
counting principles, and none should 
be treated as a departure from such 
principles upon the ground of expedi- 
ency. 

Now, then, let us go on with the 
question that we have before us. In 
our Institute committee there were, as 
I have already indicated, some who 
thought it permissible and indeed 
preferable, to amortize the unamor- 
tized discount and redemption pre- 
mium over the life of the new issue, 
but the large majority believed it pref- 
erable to spread them over the unex- 
pired life of the old issue. 

We have a rule in our Institute 
Committee on Accounting Procedure 
that we will not promulgate any re- 
search bulletin unless at least two- 
thirds of the entire committee are in 
agreement. We feel that we are not 
giving very much guidance to the 
members of our Institute and to our 
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The Wage and Hour Law as It Affects 


Even though I know from experi- 
ence that there are few, if any, groups 
more familiar with the Fair Labor 
Standards Act than you are, I hope 
that I may say something tonight 
which will clarify some points in your 
mind. 

For a minute, let us refresh our 
memories as to just what this law is. 
The general provisions of the Wage 
and Hour Law may be stated in a few 
words: Every employee engaged in in- 
terstate commerce, or in the produc- 
tion of goods for interstate commerce, 
shall be paid by his employer for his 
labors not less than 30 cents an hour, 
or, as you know, in certain industries, 
not less than a higher rate if fixed by 
wage order which may set a mini- 
mum up to 40 cents. And if he is 
employed more than 40 hours per 
week he shall be paid for the excess 
hours at the rate of time and one- 
half his regular rate of pay. All of 
you are familiar with these basic mini- 
mum wage and overtime provisions of 
the law. 

But after Congress stated these 
basic provisions, it proceeded to elab- 
orate, qualify, and carve out excep- 
tions to them. For example, it re- 
quires the Administrator to define 
several terms, and once he draws these 
definitions they will automatically ex- 
empt certain employees from the mini- 
mum wage or the overtime provisions 
of the Act, or both. 


THE ADMINISTRATOR’S DEFINITIONS 


There are comparatively few in- 
stances, however, in which exemptions 
are dependent upon the definition of 
the Administrator. Among these is 
one in which you, as controllers, most 
of you large corporations, are inter- 
ested. That one is the definition of 
executive, professional and adminis- 
trative employees. In the cases of 
those definitions you are bound by 
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what the Administrator says, assuming 
that the definitions are not arbitrary. 
On other points, only the courts can 
settle moot questions, though the Ad- 
ministrator has taken a position for 
your guidance and protection on these 
questions. 

This position is stated in the Inter- 
pretative Bulletins. These bulletins 
set forth the administrative policy of 
the Division, and the courts so far 
generally have sustained the Adminis- 
trator. The United States Supreme 
Court has said that the Administrator's 
interpretations should be given great 
weight. The interpretations were 
made by the Administrator for his 
own guidance in his enforcement ac- 
tivities and they have been made avail- 
able to you for your own guidance 
and protection. They were issued in 
bulletin form so that you would be 
forewarned. Our advice is not bind- 
ing on the courts but if you will ac- 
cept it you will be protected against 
prosecution by the government. 


OPINIONS Nort BINDING ON CouRTS 


Of course, opinions of the Division 
are not binding on the courts, and 
hence we cannot guarantee that even 
if you follow our advice you will be 
protected against suits brought by em- 
ployees under Section 16(b) to re- 


cover double the amount of any legally 
earned but unpaid wages. However, 
we believe that if you accept our ad- 
vice you will have all the protection 
against such suits that it is possible 
to give. 

But, we were speaking of the ex- 
emptions in which you are most in- 
terested—those for executive and ad- 
ministrative employees. The Act_ex- 
empts from both minimum wage and 
overtime requirements any employee 
engaged in an executive, administra- 
tive, professional or local retailing 
capacity, or in the capacity of outside 
salesmen (as these terms are defined 
and delimited—by-the-Administrator) . 

I will not go into a detailed re- 
statement of the definitions adopted. 
Each of you knows his own business 
and should have a copy of the Regu- 
lations setting forth the definitions. 
The definitions should be consulted 
before you designate any employee as 
exempt on your records. It is up to 
you to apply the definitions to your 
employees, and if you have any trouble 
about it, let us know and we will help 
you. An exempt executive is, among 
other things, one whose primary duty 
is the management of an _ establish- 
ment. He must receive a salary of at 
least $30 a week, have authority to 
hire or fire, and meet the other terms 
of the definition. An administrative 








| RECORD-KEEPING REQUIREMENTS OF THE 
WAGE AND HOUR LAW 


And Some Definitions Not Found in Webster's 


This address by Mr. Leo H. McCormick, Supervising Inspector 
of the Wage and Hour Division of the U. S. Department of Labor, 
delivered before the Baltimore Control on November 12, 1941, 
should prove interesting reading for controllers. It is certainly to 
every controller’s best interest to keep posted on the Wage and 
Hour Law and its administration, and Mr. McCormick's address 
will be found useful toward that end. 
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employee is one with important func- 
tional, rather than merely supervisory 
duties, relating to policy matters. 
These duties must be of such impor- 
tance that he earns $200 a month or 
more on a salary or fee basis. Pro- 
fessional employees, except licensed 
physicians and lawyers, must earn 
$200 a month or more on a salary or 
fee basis to be exempt. 

Here I would give just one word 
of warning. The fact that an em- 
ployee gets $30 a week does not make 
him an executive. The mere drawing 
of a $200 a month salary does not 
place an employee in the administra- 
tive or professional class. Again, let 
me advise you to consult the defini- 
tions before classifying any employee 
as executive, administrative or profes- 
sional—the penalties do not justify the 
short cut. Of course there are many 
other exemptions and partial exemp- 
tions, but since not many of them are 
of immediate interest to you, I shall 
not discuss them now. 


HIGH-WAGE STATE? 


I shall dwell only briefly on the 
basic minimum wage and overtime 
provisions of the law. All of my 
work is in Maryland. I was born 
here, have lived and gone to school 
here. We think of this as a high- 
wage State. In many industries it is. 
But it surprised me to find in check- 
ing our figures on inspections that in 
more than 600 of 3,000 establish- 
ments inspected, employers were pay- 
ing LESS than the 30-cent statutory 
minimum wage established by the 
Wage and Hour Law. Wages have 
been raised from 5, 10, 15 and 20 
cents an hour to the Wage-Hour min- 
imum. The minimum wage provision 
may not affect you directly, but it cer- 
tainly does indirectly. It is raising 
substantially the pay of thousands of 
employees in Maryland above a stand- 
ard you probably did not believe ex- 
isted in this State. It is taking thou- 
sands from relief roles, and it will de- 
crease the relief load of the taxpayer, 
and the extra money paid these sub- 
standard wage earners will lessen re- 
lief requirements in the future. Right 
here, right now in Baltimore, we are 
trying to raise more than one million 
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dollars for the Community Fund. 
Where does this money go? Does it 
go to members of families who were 
in the low-wage group before the 
Wage and Hour Law, or are still there 
because they are not covered by the 
law? I shall let you answer that one. 


MINIMUM WAGE BENEFITS 
EMPLOYER Too 


Just one other point on how this 
minimum wage affects you. Your 
firms want to sell their goods or serv- 
ices. These people who are getting 
more money because of the Wage and 
Hour Law are not going to bury it in 
the ground. Much of it will go to 
your firms and others just like yours. 
It will ring the cash registers of the 
retailer, the wholesaler, the electric 
company—of all those who sell goods 
and services. 

As to the overtime payment for 
hours worked in excess of 40, let me 
say that the law specifically states that 
overtime must be paid at one and one- 
half times the regular rate of pay. I 
emphasize regular rate of pay because 
a few employers have translated this 
term to mean time and a half the 
minimum rate required by the law. 
You and I believe that our regular 
rate of pay is what we draw day after 
day, week after week, or month after 
month. The Division has maintained 
that Congress meant the same thing 
when it wrote “regular rate of pay” 
into the Act. It is true that one Fed- 
eral Circuit Court of Appeals has not 
entirely agreed with us on this point, 
but only the other day the United 
States Supreme Court granted the gov- 
ernment a Writ of Certiorari on this 
question. 

As to the 40-hour week, I would 
only call your attention, as so many 
representatives of the Division have 
done in the past, to the fact that the 
Wage and Hour Law does NOT 
limit the hours a man may work in 
any day or any week. It only re- 
quires payment of time and one-half 
the regular rate of pay for hours 
worked in excess of 40 in one week. 
It is also interesting to note in this 
connection that every organized 
worker in every defense industry is 
guaranteed at least time and one- 


half his regular rate of pay for hours 
worked in excess of 40 by union con- 
tract. 


RECORD-KEEPING REQUIREMENTS 


Now we get to the part of the Act 
in which you are probably most in- 
terested. That is the record-keeping 
requirements. Some few firms have 
said that while they can pay the 
minimum wage and the overtime 
when necessary, the extra burden of 
record-keeping will throw them out 
of business. This reminds me of a 
story of a colored friend. I think it 
was somewhere down in Alabama. 
An inspection showed he was due 
something over $200 in back wages. 
He received it, paid a few debts, 
bought some badly needed clothes, 
and still had $100 left. He wanted to 
save this for future needs, so he left 
it with a fellow, who told him that 
the money would be kept for him at 
a fair rate of interest. About a year 
later, Uncle Rastus decided to build 
a home, since his increased pay had 
made this possible. He went to the 
fellow who had promised to keep 
his money and asked for it. “Law, 
boy, don’t you know the interest has 
done et up that $100?” 

You know better than I do the 
value of adequate record-keeping. 
Personally, I suspect poor record- 
keeping had done “et up” the false 
profits those poor records had 
shown. The records required by the 
Division are no more than any busi- 
ness of any efficiency whatsoever 
should keep. You know better than 
I that if records are not kept, a firm 
does not and cannot operate efh- 
ciently. 

Now just what are those records 
the Division asks you to keep—and 
remember the Act does not require 
any specific record-keeping form. 
The facts we ask you to record are: 


1. Name of the employee in full, 
his home address and occupation; 
and, in order to check on child labor 
violations, the date of his birth if he 
is under 19. 

2. The rate at which wages are 
paid (piece rate, hourly, daily, or 
weekly rate). 








3. Hours worked each workday 
and total hours worked each work- 
week. 

4. Total straight time earnings or 
wages for each workweek. 

5. Items involved in any additions 
to or deductions from wages. (Such 
as social security taxes.) 

6. The day and hour of the day 
on which his workweek begins. 

7. Total wages paid each pay pe- 
riod and date of payment. 


This is all that is required unless 
the employee works more than the 
standard workweek. In such cases the 
records must also show (1) the regu- 
lar hourly rate of pay computed on 
the basis of total hours worked in 
the workweek, and, (2) extra pay 
each workweek for overtime (not in- 
cluding straight-time wages also 
earned during overtime). 

These requirements vary to some 
extent in those instances where the 
employees are exempt from certain 
provisions of the Act. These varia- 
tions are stated in Part 516, “Regu- 
lations on Records To Be Kept by 
Employers.” 
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RETENTION OF RECORDS 


Records containing the above in- 
formation must be kept for at least 
four years, and be open for inspec- 
tion and transcription by representa- 
tives of the Wage and Hour Divi- 
sion. Records involving additions 
and deductions and basic time and 
earning cards or similar records must 
be kept for two years, as must any 
order, delivery and shipping records 
which the employer makes or retains 
in the course of his operations. 

Frankly, gentlemen, record-keep- 
ing has been one of our biggest 
headaches. It is a pleasure to talk to 
men in your profession who realize 
the importance of adequate records. 
Your work has made ours easier, and 
I doubt if we have found record- 
keeping violation in any firms you 
represent. Our task is to impress 
upon firms, a good many of whom 
do not have controllers, what records 
they must keep. Failure to keep rec- 
ords is in itself a violation of the 
law, and punishable as such. If there 
is any point on record-keeping that 
is not clear to any of you, we shall 
be glad to send you the Regulations 
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on Records To Be Kept by Employ- 
ers. The requirements were recently 
slightly changed upon request of 
employers who paid only semi- 
monthly or on a monthly basis. The 
Administrator is always ready to 
listen to and heed any request for 
changes that lie within his discre- 
tion. 

We intended to inspect any es- 
tablishment in Maryland in which we 
have any reason at all for thinking 
that the law has been violated, 
whether or not we have received a 
complaint from an employee, a com- 
petitor or from any other source. 
Within the last year, in the country 
as a whole, we have made fifty thou- 
sand inspections. We will do better 
that that hereafter. 

So, I think I can assure you that 
the law is going to be enforced, and 
in that process the law abiding op- 
erator is going to be liberated from 
a vicious competitive cycle which 
too often has penalized the con- 
scientious and rewarded the un- 
scrupulous whose underselling was 
made possible only by starvation 
wages. 


Klein Urges Setting Up of Reserves Rather 
Than Use of “Last-In, First-Out” Method 


“No cash taxes on phantom paper 
profits,” as a slogan for retailers, was 
proposed in November by Dr. Joseph 
J. Klein, C.P.A., author of books on 
taxation, in an address delivered be- 
fore the Metropolitan Controllers As- 
sociation, New York City. 

Dr. Klein urged the controllers to 
work for the recognition of a ‘‘sane 
tax basis . . . . levied on true net in- 
come.” Declaring that this is one way 
to avoid “confiscation” he stated: 
‘You know how wide may be the dis- 
parity between the artificial net income 
of the taxing statute and the net in- 
come determined on the basis of sound 
accounting principles, consistently ap- 


plied.” 


Valuation of merchandise inventory 
is the most important of the many fac- 
tors involved in the present cycle of 
rising prices, said Dr. Klein, remind- 
ing his listeners of the experiences of 
retailers caught with high-priced in- 
ventories in previous periods of price 
cycles. 

“That some are aware of the danger 
is evidenced by their seeking a solu- 
tion in the ‘last-in, first-out’ formula,”’ 
added Dr. Klein. “I warn you not to 
put too much faith in that method un- 
less you can introduce it at a time when 
prices are at or near record low levels. 
If the method is introduced at the pre- 
vailing price levels, disaster awaits 
when the inescapable price recession 
occurs.” 


Questioning the necessity for ven- 
turing so far afield when a “logical, 
equitable and tried remedy is already 
at hand,” he declared: “You know 
that what your store needs and what it 
is entitled to is to be permitted to set 
up a reserve to provide a buffer against 
the cyclical shock on the road ahead. 
The revenue statute recognizes such 
need of reserves for bad debts, not to 
mention depreciation, depletion, and 
obsolescence. 

“Insurance companies are permitted 
the use of specified reserves in the de- 
termination of taxable income. A cam- 
paign for more general use of reserves 
consonant with sound accounting prin- 
ciples and especially of inventory re- 
serves, should be instituted.” 








Maintaining Sales Force Morale 
in a Seller’s Market 








By The Committee on Technical Information and Research R. S. Holden, Chairman 








A letter which was addressed to 
The Controllers Institute of America, 
was referred to the Committee on 
Technical Information and Research, 
of which Mr. Roy S. Holden is chair- 
man. The problem was stated as fol- 
lows: 


The Problem: 


“A problem has developed which in or- 
dinary or normal business times could be 
handled as an individual problem with 
each of our salesmen. Now, however, 
with larger business volume, salesmen are 
serving as telephone or telegraph order 
clerks and figuratively sitting around and 
orders falling in their laps; with the ac- 
tive agitation of shop men for higher 
wages and their getting it, the salesmen 
are becoming impatient and want to par- 
ticipate to some extent in the surge of 
business and resultant profits. 

“Frankly, we are in a quandry as to the 
correct solution of this problem and 
thought you might have something on 
the subject that might give us a view or 
inkling as to what other companies are 
doing. 

“Can you offer some suggestions or ad- 
vice in the matter?” 


The Answers: 


The following comments 
made by Committee members: 


were 


LIBERAL INCREASE 


“To take care of a similar condi- 
tion, this company, effective August 
1, changed the basis of compensation 
held by the salesmen and set up an 
entirely new plan that was much 
more liberal than any previous ar- 
rangement. 

“There are two possible solutions 
to this problem: 

1. To set up a wage-payment plan, 
based on orders from each sales- 
man’s territory. 


2. Determine an arbitrary amount of 

money, based on increased profits 
from the salesman’s territory due 
to the bulging business, and dis- 
tribute a part of this increased 
profit in relation to the salesman’s 
previous drawing account in the 
form of a bonus. 
This would not affect his nominal 
earnings, but during the present 
period would offer him some ad- 
ditional compensation to cover 
probably a little more than the in- 
crease in the cost of living. 
Roughly, this would amount to 
ten per cent. for this year, al- 
though this increase would only 
be 714 per cent. up to October.” 


COMMISSIONS VARYING AS TO 
PRODUCT AND TERRITORY 


“It seems that this inquiry touches 
on just one phase of what is really a 
question of major policy, involving 
not merely the immediate problem 
of salesmen’s compensation, but also 
such broader considerations as the 
desirability of maintaining the sales 
force intact under current abnormal 
conditions and the best utilization of 
the time and energies of the men 


who are retained. The problem is 
naturally different in different com- 
panies and any suggestions must 
therefore be very general in nature. 

“The best answer to the problem 
of compensation would appear to be 
the development of a sound com- 
pensation plan for the long term. 
There are of course many types of 
such plans. In our own case we have 
one plan under which we pay vary- 
ing rates of commission to different 
salesmen on different products, de- 
pending on the profitableness of the 
product and on the sales possibilities 
in the particular territory. 

“In another department we have a 
different plan under which each sales- 
man is paid a bonus based on his per- 
centage realization of certain quota 
objectives which are fixed each year 
by the management. 

“Under present conditions both of 
these plans are resulting in substan- 
tially increased compensation to the 
salesmen. There may be some feeling 
that such increased compensation is 
not justified in a time when very 
little effort is required to make sales, 
but the plans are based on the as- 
sumption that the salesman has over 
a period of years done a satisfactory 
job in building up his trade and 





member. 





WHAT MECHANISMS ARE COMPANIES SETTING UP TO 
| DETERMINE THE SHARE SALESMEN WILL HAVE IN 
| DEFENSE (OR WAR) PROFITS? 

Eleven members of the Committee on Technical Information 
and Research tell you how companies are including salesmen in 
the profits resulting from larger business volume, although there | 
is little or no “selling’’ (in a strict sense) being done by sales- | 
men for defense or war contractors today. The article is pre- | 
sented in the form of a letter from Chairman R. S. Holden to a 
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holding his customers’ good will, 
and that he is entitled to share in the 
benefits of his work in a market such 
as the present one. In plans of these 
types it is possible, if desired, to re- 
move the emphasis from sales volume 
as such and place it on the develop- 
ment of more profitable products or 
new items on which there is no prob- 
lem of scarcity of supply. 

“Where no plan for compensating 
salesmen in relation to the results ob- 
tained has been in effect the only 
solution to the problem suggested by 
the inquiry would appear to be to 
adjust the salesmen’s salary rates or 
perhaps to make special compensation 
payment on an arbitrary basis, the 
amounts depending on the judgment 
of the management in each case as to 
the value of the salesman’s work and 
its effectiveness under current condi- 
tions.”’ 


BUILDING BACK-LOG OF Goop WILL 


“We are confronted with a problem 
quite similar to that stated. How- 
ever I would judge that in our case it 
is not quite so serious. Our sales man- 
agers are attempting to meet it in two 
directions. 

“First, they use contests or other 
means to assure insofar as possible 
that salesmen will continue to main- 
tain their direct relations with custom- 
ers and also that they will endeavor to 
cultivate prospects to replace custom- 
ers whom we lose from time to time to 
our competitors, or who disappear 
from the business scene, and second, 
to attempt to maintain quotas for pur- 
pose of a bonus system so that there 
still remains an incentive for the sales- 
men to do their work. 

“If the present conditions continue 
or change so that these programs are 
not adequate it is quite likely that 
other programs will be adopted keep- 
ing in mind always that we expect 
salesmen to maintain direct and per- 
sonal relations with their customers 
and that we must ever cultivate pros- 
pects. We shall also endeavor to help 
our salesmen understand that the pres- 
ent conditions will not continue for- 
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ever and that they must now build a 
back-log of good will.” 


* Eo * 
Took SALESMEN OFF THE ROAD 


“Our own salesmen, on a whole, 
are strictly commission men plus trav- 
eling expenses and our solution to this 
problem has been having them stay 
off the road to save traveling expenses 
and at the end of the year before clos- 
ing our books for the tax reports, care- 
ful analysis will be made of the vari- 
ous salesmen and some adjustment 
will be made based on their efforts to 
improve through correspondence or 
other services their relationship with 
their customers. Based on the new 
tax rates, before excess profit taxes, 
taxes take 31 cents of every dollar of 
profit, so every dollar paid as a 
bonus costs the company 69 cents. In 
the excess profit brackets, the rate in- 
creases rapidly to a point so that for 
every additional dollar of profit you 
are able to keep only 30 cents. From 
a good will standpoint, it is advisable 
to make adjustments not only to your 
salesmen, but to the various other peo- 
ple in your employ. 

** x 


LEAVES OF ABSENCE 


“We find that attempting to use the 
salesmen in the office is not always 
satisfactory, and we have allowed the 
men to take extended leaves of ab- 
sence.” 

* x ** 

“All of our salesmen are operating 
under a straight salary and incentive 
plan. As a result, the increased sales 
volume is being credited to their ac- 
counts even though it results from no 
efforts of theirs.”’ 

“Apparently your correspondent is 
paying his salesmen on a salary basis 
or some combination salary and com- 
mission basis which does not permit 
the salesmen’s earnings to increase 
commensurately with their sales. We 
do not have this problem as our sales- 
men are paid by commission entirely 
and their earnings have increased in 


direct ratio to their sales.”’ 
* * * 
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Put SALESMEN IN SHOP 


‘Presumably this company wishes 
to keep its salesmen even though they 
are not needed now as salesmen since 
orders are coming in without any ef- 
fort on their part. 

“Perhaps they could put some of 
the salesmen in the shop to get ex- 
perience there in anticipation of the 
time which may come when they are 
no longer order takers but will be re- 
quired to exert all the selling effort 
they can. 

“No indication is given as to the 
present method of compensating these 
salesmen. If it is not now done, they 
might be compensated on a commis- 
sion basis for orders received from 
their particular territories.” 

* * ** 


SimpLy App BONUS TO SALARY 


“Although not stated, the inquirer 
implies by his wording of his letter 
that the salesmen in his company are 
on a salary basis; for, were they re- 
ceiving commissions they would prob- 
ably be satisfied. 

“I suggest that if my assumption is 
correct that these salesmen are on a 
straight salary, a bonus be paid on a 
basis that would properly reflect the 
conditions existing in this company. 
This is more satisfactory than disturb- 
ing salary schedules and much more 
flexible.” 


* * * 


“I would think that the administra- 
tive approach to this problem would 
in no two cases be exactly alike—it de- 
pends entirely upon the line of mer- 
chandise, the methods of selling, what 
effect the defense effort is going to 
have upon the future operations of the 
company and what the financial posi- 
tion of the company is. In some cases 
unfortunately, it is going to become 
necessary to create a certain amount of 
unemployment by discharging sales- 
men in industries that cannot adapt 
themselves to defense products. 

“Furthermore, businesses where de- 
fense items are being manufactured, 
but sales effort is restricted, the ques- 
tion then becomes one as to whether 
it is desirable to retain the salesmen, 
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absorb them in other positions or dis- 


charge them.” 
* * * 


SALESMEN SHOULD SHARE 
IN INCREASED BUSINESS 


“There is no one formula that can 
be applied to all situations so as to pro- 
duce the correct result... . . 

“IT would say that by all means the 
salesmen should receive consideration, 
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as it would be illogical for us to as- 
sume that they would remain content 
when the operating executive, and ac- 
counting employes of their firm were 
receiving higher wages and salaries. 
Even though the business now being 
produced is not due solely to their ef- 
forts, it no doubt is profitable to the 
employer and warrants some consider- 
ation all along the line. The present 
situation is not permanent and the 
morale of the selling force must be 


maintained in order to be again avail- 
able when needed; to allow it to de- 
teriorate would be a serious mistake.”’ 
* * % 

“Personalities enter into the matter 
to a considerable extent and while 
salesmen, at this time, apparently, may 
be regarded as ‘Excess Baggage,’ any 
enterprise is going to suffer later on if 
it does not retain at least the ‘cream’ 
of its selling force.” 


Company Bonuses, Wage Adjustments, Help 
Employees Faced With Living Cost Rises 


Recognizing that company house 
organs with full-page spreads of em- 
ployee baseball games fall something 
short of achieving perfect organiza- 
tional good will, and in the enlight- 
ened knowledge that good public rela- 
tions begin at home, some of the larg- 
est employers in the United States have 
inaugurated wage adjustment and 
bonus plans designed to help their 
employees meet the rising costs of liv- 


ing. 
ARMSTRONG CORK 


Directors of the Armstrong Cork 
Company, Lancaster, Pennsylvania, an- 
nounced on November 28 the authori- 
zation of a Christmas distribution to its 
salaried and hourly employees in the 
United States equal to two per cent. 
of their compensation earned during 
the year. 


HoME INSURANCE 


The Home Insurance Company of 
New York announced early in De- 
cember that additional compensation 
is to be paid all full-time employees 
in service at least six months, at rates 
ranging from 10 per cent. for salaries 
under $1,200 down to four per cent. 
for those between $5,000 and $7,500. 

The compensation is to be consid- 
ered an emergency and separate salary 
payable monthly, effective October 1, 
1941, and extending through the close 
of 1942, when the subject will again 
be reviewed, stated company officials. 


New YorK HERALD TRIBUNE 


The New York Herald Tribune, on 
November 28, announced a plan of 
supplementary compensation to be paid 
to those full-time business and edi- 
torial department employees whose 
weekly salaries are $75 and less. 

The plan, it was announced, will be 
retroactive to October 1, the supple- 
mentary compensation to be five per 
cent. of the first $40 of the basic 
weekly salary (no overtime, extra time 
or other additional compensation to be 
included) and will be paid in one 
amount at the end of each calendar 
quarter, based on 13 weeks’ salary. 

The bonus applies to those who have 
been in the employ of the Herald 
Tribune for a period of at least six 
months prior to October 1, and in the 
future to those in the daily’s employ 
at least six months prior to the begin- 
ning date of each such calendar quar- 
ter. The plan will be subject to recon- 
sideration from time to time in the 
light of developing economic and fi- 
nancial conditions and the current 
ability of the Herald Tribune to main- 
tain it in effect. Periodic reviews of 
salaries will still be made. 


JacoB RUPPERT 


George E. Ruppert, president of the 
Jacob Ruppert Brewery, announced 
December 18 that as a Christmas bonus 
each employee would receive a United 
States defense bond and that a pro- 
gram had been established whereby 
each employee who purchased a simi- 


lar bond before July 1, 1942, would 
receive an additional bond from the 
company. This program would in- 
volve a contribution of more than 
$100,000, it was said, and would ap- 
ply to all 1,475 employees of the com- 
pany. The brewery had purchased 
$100,000 of defense bonds for its own 
account, said Mr. Ruppert. 


CONGOLEUM-NAIRN 


Directors of Congoleum-Nairn, Inc. 
authorized in late November the pay- 
ment of a ‘wage dividend” to em- 
ployees on December 18. The distribu- 
tion was in accordance with a policy 
established in 1939 and designed to 
maintain a relationship between extra 
compensation to employees and divi- 
dends to stockholders. 

“For the year 1941, profits of the 
company justify, in the opinion of di- 
rectors, an extra dividend to stock- 
holders of 50 cents a share on common 
stock, which has been declared,” stated 
President A. W. Hawkes. Thus, in 
conformity with the wage-dividend 
plan, the wage dividend appropriated 
by directors and payable to employees 
for the current year will equal one- 
half of one per cent. of each em- 
ployee’s five-year total earnings, not 
exceeding $2,000 in any year. Thus 
the maximum wage dividend payable 
to any employee was $50, the same 
amount as was paid in 1939. As was 
the case in 1940, all employees in fac- 
tory, office and field, excluding officers 


(Please turn to page 37) 
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Federal-State Relations in Social 
Security Programs 


State, regional or federal admin- 
istrative authority over the various 
divisions of our social security pro- 
gram is very significant to their fu- 
ture development and is of major in- 
terest to employers. The term social 
insurance as it is most commonly 
used refers to only a relatively minor 
part of the over-all program for 
those who are unemployed for one 
reason or another. 

Before considering administrative 
relations in those programs we usu- 
ally include in thinking of social in- 
surance, it would be well to place 
relatively social insurance as a part 
of the over-all program. This can be 
done in terms of dollars of cost and 
in terms of numbers of persons bene- 
fited. Basically we have three kinds 
of programs in this country for the 
benefit of the unemployed. These 
three programs are first, insurance, 
second, relief or assistance, and third, 
work relief. Stated in terms of dol- 
lars of benefits paid out during 1940, 
total payment to individuals covered 
by these three programs approxi- 
mated three and a half billions of 
dollars. Of this three and a half bil- 
lions of dollars paid out during 1940 
one fifth was paid through the in- 
surance programs, almost a third 
through the relief or assistance pro- 
grams and almost one half through 
the works programs. Though some 
of these programs are financed at 
least partially through state and local 
funds as well as state, local and fed- 
eral borrowing it is significant that 
in all cases the federal government 
exercises either direct administrative 
control or indirect control through 
the supply of at least a part of admin- 
istrative funds. 

Stated another way, one fifth of 
the three and a half billions of dol- 
lars spent during 1940 for the benefit 
of the aged and unemployed was 
paid through insurance programs fi- 
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nanced by payroll taxes and paid as 
a matter of earned right without a 
needs test whereas four-fifths of the 
three and a half billions of dollars 
was paid through non-insurance pro- 
grams, that is, relief and assistance 
or work relief. These latter programs 
were financed through general rev- 
enue and borrowing rather than 
through payroll taxes and the bene- 
fits were paid not as a matter of 
equity or earned right but were paid 
only after a needs test was made to 
determine eligibility and need for 
the benefits paid. 


FEDERAL HELP TO MORE THAN 
13 MILLIONS 


Incomplete data are available on 
the numbers of persons receiving 
these benefits. The Social Security 
Board estimates in its July 1941 bul- 
letin that the estimated unduplicated 
total of households receiving pay- 
ments under the assistance and fed- 
eral works programs during the 
month of May 1941 was about five 
millions and that there were about 
thirteen and a quarter million per- 
sons in these households. In passing 
it might be interesting to note that 
this same source indicates a high 
point in these two programs was 
reached in February 1934 when there 
were eight million households receiv- 


ing payments—there were twenty- 
eight million persons in those eight 
million households. Those currently 
paid benefits by the insurance pro- 
grams approximate a million persons 
at any given time, but I am not able 
to tell you the extent to which those 
may overlap on the estimates of 
households and persons in those 
households receiving benefit under 
the assistance or works programs. 


WorKS PROGRAMS 


In referring to the three general 
types of programs above that is, 
works programs, relief or assistance 
programs and insurance programs | 
have included under each the follow- 
ing. Works programs include federal 
works programs of: the Civilian 
Conservation Corps (CCC), the Na- 
tional Youth Administration (NYA) 
including both student and out of 
school programs, the Works Projects 
Administration (WPA), and other 
federal agency projects financed from 
federal funds. The great majority of 
these programs are offered only after 
a needs test. The WPA program ac- 
counted for 75 per cent. of the total 
work benefits paid during 1940. 


RELIEF PROGRAMS 


The second of these three pro- 
grams, relief or assistance, includes: 





| 
| interests than you appreciate.” 
| 





_ AN EXAMINATION OF THE ARGUMENTS FOR PROPOSED 
| CHANGES IN THE SOCIAL SECURITY PROGRAMS 
As Assistant to the President of the American Retail Federa- 
tion, Washington, D. C., Mr. Studybaker’s comments on the rea- 
| sons advanced for proposed changes in our social security pro- 
| grams are worth reading by every employer. 
| In this address, delivered before the Tenth Anniversary 
| Meeting of The Controllers Institute of America, Mr. Study- 
| baker looks at the past functioning of security programs and the 
proposed future. As he says, “These issues may be closer to your 
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old age assistance, aid to the blind, 
aid to dependent children, general 
relief and subsistence payments un- 
der the Farm Security Administra- 
tion. As in the case of the works 
programs the benefits paid under 
these assistance or relief programs 
are only available after a needs test. 
The old age assistance program ac- 
counted for 45 per cent. of the total 
during 1940, a close second being 
the general relief program with 38 
per cent. It is interesting to note 
here that the 1940 general relief pay- 
ments at 404 millions of dollars were 
less than any preceding year since 
1932 and that they were up to a 
peak of 1,433 millions during 1935. 
Until 1935 general relief had been 
used to carry the major portion of 
the unemployment relief load as com- 
pared with work relief because it was 
the cheapest form of relief. In the 
next and succeeding years WPA car- 
ried the major load. 


INSURANCE PROGRAMS 


The third element of the general 
program is the insurance programs 
and these include: old age and sur- 
vivorship insurance, the state federal 
unemployment compensation pro- 
grams and the railroad old age and 
unemployment compensation pro- 
grams. None of these insurance pro- 
grams require a needs test. These 
insurance benefits are all paid as a 
matter of earned right. They are 
financed by payroll taxes and during 
1940 paid out in benefits 695 mil- 
lions or 20 per cent. of the total 
payments for relief or assistance, 
works and insurance programs. The 
state federal unemployment com- 
pensation program accounted for 75 
per cent. of the total insurance pay- 
ments during 1940, the railroad old 
age and unemployment compensa- 
tion programs running second with 
a total of about 19 per cent. 

Summarizing the relative places of 
the three phases of our over-all pro- 
gram we have of the total 1940 pay- 
ments to individuals approximately: 


49 per cent. paid through works pro- 
grams to unemployed workers re- 
quired to pass a needs test. These pay- 
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ments are financed through general 

revenue and by borrowing. 

per cent. paid through relief or assist- 

ance programs to persons required to 

pass a needs test. These payments are 

also financed through general revenues 

and by borrowing. 

20 per cent. paid through insurance pro- 
grams wherein the benefits are paid as 
a matter of earned right without a 
needs test. These payments are fi- 
nanced through payroll taxes. 


_ 
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In terms of the most significant in- 
dividual programs we have: 


(a) WPA as the major program un- 
der works relief accounting in 
1940 for 75 per cent. of the 
total works benefits paid. Cur- 
rently both the amount being 
spent and the number of per- 
sons on the rolls in WPA are 
the lowest since major emphasis 
was placed on that program in 
1934. 

(b) Old age assistance is the major 
program under the relief or as- 
sistance program accounting in 
1940 for 45 per cent. of the total 
relief expenditures paid to re- 
cipients. General relief ran a 
close second with 38 per cent. 
of total payments. Currently 
old age assistance payments are 
continuing the gradual increase 
which has been particularly pro- 
nounced since the start of the 
social security program in 1936. 
General relief payments are cur- 
rently at their low for the past 
nine years. 

(c) Unemployment compensation is 
the major program at this time 
under the insurance programs 
with 75 per cent. of the total 
paid in insurance or 15 per cent. 
of the total paid in all pro- 
grams; insurance, relief or as- 
sistance and works programs. 


Cost OF PROGRAMS DOWN IN 
DEFENSE 


As has been indicated there is now 
a general shrinking because of de- 
fense employment in the cost of 
many of these programs. The trend 
in that shrinkage, at least for the du- 
ration of the defense effort, may be 
temporarily interrupted to a limited 


degree by the application of prior- 
ities. After the defense effort we can 
expect a re-expansion of these pro- 
grams in direct proportion to the de- 
gree to which employment is not 
available in private industry. All will 
have a direct interest that these pro- 
grams, if re-expansion of them does 
become necessary, be the most eco- 
nomical program and with the quick- 
est possible cut-off applied to them. 
There can be little doubt that if such 
re-expansion does become necessary 
maximum effort will be used to se- 
cure the maximum functioning of in- 
surance programs. Unemployment 
compensation in particular will be 
expected to supply maximum bene- 
fits for maximum duration found 
necessary. 


SociAL SECURITY ACT 


Because I assume you gentlemen 
are primarily interested in those pro- 
grams functioning as a result of the 
Social Security Act I shall limit the 
discussion to the three subjects of 
old age assistance, unemployment 
compensation and employment serv- 
ice. The first two of these are the 
programs of greatest present ex- 
penditures in the relief or assistance 
and in the insurance programs. 

Very briefly, old age assistance was 
a program initiated by the individual 
states to make relief grants to the 
aged who could through a needs test 
show lack of all other appreciable 
resources. In 1933 the total payments 
under these state programs amounted 
to 26 millions of dollars and this had 
increased to 65 millions in 1935, the 
year before the social security act 
was effective. Since the passage of 
that act, with its provision to assist 
states in their old age assistance pro- 
grams by matching state payments to 
a maximum federal payment per 
month per individual of 20 dollars, 
the cost has increased to a total state 
and federal payment of 475 millions 
of dollars in 1940. These payments 
were made to slightly over two mil- 
lion persons during that year. 

These old age assistance programs 
are administered by the states. The 
Social Security Board makes grants 








of 50 per cent. of administrative 
costs to states which in turn are re- 
quired to meet certain standards in 
the federal law. Major current pro- 
posals for legislative changes are of 
two general varieties, first those 
which would grant a minimum fed- 
eral pension to all aged persons re- 
gardless of their need for it and sec- 
ond, those which would increase the 
present minimum amounts under the 
present state administrative set up. 


INGREASING MINIMUM PAYMENTS 


This second variety of change is 
the most significant and has consid- 
erable chance of passage because it 
has great acceptance among most ad- 
ministrative officials and because the 
other recommendations particularly 
at this time are too all-inclusive. The 
mechanics by which these minimum 
payments would be increased, first, 
involve either the making of in- 
creased per recipient grants by the 
federal government in the low in- 
come states by increasing the ratio in 
those states of federal to state money 
or, second, by the making of an in- 
itial minimum federal grant per re- 
cipient to all states and continuing 
the present dollar for dollar match- 
ing provisions above that minimum. 
The Social Security Board has re- 
peatedly recommended the first of 
these two mechanics, namely that the 
ratio of federal to state funds be in- 
creased from the present uniform 
dollar for dollar basis to a basis 
which would permit up to a maxi- 
mum of four federal for each state 
dollar paid to individual recipients 
in the low per capita income states. 
From a cost standpoint the Board 
recommendations are the most con- 
servative of any of the current pro- 
posals. Under this plan no basic 
change would be involved in the 
present state administrative laws. 


UNEMPLOYMENT SERVICE AND 
COMPENSATION 


Next, unemployment compensa- 
tion and the employment service. It 
would be well to re-emphasize that 
important as it is, the cost of unem- 
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ployment compensation during 1940 
amounted to 75 per cent. of the in- 
surance programs but to only about 
15 per cent. of the total payments for 
relief, insurance and works programs. 
As you are aware we now have 51 
separate plans of unemployment com- 
pensation and employment service in 
this country, generally the same or- 
ganizations since the passage of the 
Social Security Act. The one major 
change that has occurred in these 
state administrative organizations 
since 1936 is the combination under 
a single state administrative head of 
the individual state plans of unem- 
ployment compensation and employ- 
ment service. This occurred in some 
states as a result of their own elec- 
tion, but in all states it has been 
helped along by the emphasis of the 
Social Security Board. This unified 
head in many states occurred at about 
the same time the federal administra- 
tion of the employment services was 
transferred from the Department of 
Labor to the Social Security Board. 


REASONS ADVANCED FoR CHANGES 


The former speaker told you the 
nature of federal legislation which 
can be expected to be introduced 
with respect to unemployment com- 
pensation in the near future. I would 
like to comment a bit on some of the 
reasons currently advanced for the 
need for changes in the present sys- 
tem of state unemployment com- 
pensation laws. These reasons can be 
grouped under three main heads, 
first, increased coverage, and with 
respect to benefits, particularly, 
longer duration. Second, possible in- 
solvency of many of the individual 
state benefit funds. Third, much as 
we may hope and plan for an ade- 
quate volume of jobs available 
through private industry in the pe- 
riod following the defense program 
there is some reason to anticipate a 
very large volume of unemployment 
at least during the period of read- 
justment to a non-defense economy. 
One of the best offensives against the 
problems accompanying mass unem- 
ployment, in that period particularly, 
is a strong, comprehensive and ade- 
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quate plan of social security includ- 
ing an unemployment compensation 
program strong enough to carry far 
in excess of its normal load during 
that period. 

Each of these arguments carry 
with them very virulent germs of a 
change in the present system of state 
administered unemployment com- 
pensation laws. None of them un- 
conditionally require the elimination 
of the state administrative system in 
favor of a purely federal system such 
as we have in old age and survivor- 
ship insurance or in the railroad old 
age and unemployment compensa- 
tion systems. A few comments on 
each of these arguments. 


EXTENSION OF COVERAGE AND 
DuRATION OF BENEFITS 


The first argument, that coverage 
and the duration of benefits should 
be extended. There is increasing gen- 
eral agreement now that coverage 
should be extended wherever and 
whenever practical plans have been 
developed. With respect to the ex- 
tension of duration a few abstracts 
from individual state studies of dura- 
tion made by the Social Security 
Board might indicate the problem 
better than a comparison of the du- 
ration provisions of the individual 
state laws. The first abstract is with 
respect to Ohio: 


“|. . Although the 16-week uniform du- 
ration provision of the Ohio law is among 
the most liberal in the country, 44 per 
cent. of the 248,901 non-disqualified 
claimants whose benefit years ended dur- 
ing 1940 exhausted all of their benefit 
rights. Over the period studied 16-week 
uniform duration was thus sufficient to 
cover the short-run unemployment of 
slightly more than half of the claimants. 
Since benefit year employment conditions 
were relatively good, this figure is a 
rough index of the scope of the protec- 
tion that can be provided by such provi- 
sions during relatively prosperous periods 
in a diversified, industrialized state like 
OMG: és 2 


A second extract from this series of 
studies on duration is with respect 
to Minnesota. 

(Please turn to page 38) 
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Brief Items from Here 





Alien Assets Inventory 
May Show 10 Billions 

The first inventory of foreign property 
in the United States came to an end No- 
vember 28, 1941, with predictions that it 
would reveal $10,000,000,000 or more 
non-American assets. 

What use will be made of the informa- 
tion is an official secret, but it was under- 
stood that a special corps of accountants 
would make special studies of assets be- 
longing to the Axis powers or countries 
dominated by the Axis. 


Schram Favors Revision 
of Capital Gains Tax 

Emil Schram, president of the New 
York Stock Exchange, declared before a 
meeting of the Chicago Stock Exchange 
on November 27, 1941, that the capital 
gains tax was artificially depressing the 
stock markets and urged that the Treas- 
ury make a study looking toward revi- 
sions to encourage investment of risk- 
bearing capital in industry. 

He said in an interview that the capital 
gains tax, by discouraging sale of secur- 
ities at a profit, and by encouraging sales 
to establish losses for income tax pur- 
poses, tended to depress prices. 

“The Treasury could well afford to 
consider liberalizing the capital gains 
tax,” he stated. “The Treasury itself 
would receive more revenue from the tax 
if the provisions were made less burden- 
some on the investor. Industry would 
benefit through the increased willingness 
of investors to bear risks of ownership.” 


Defense Construction To 
Nearly Eight Billions 

On October 1, 1941, the value of defense 
construction—completed, in progress and 
scheduled—amounted to $7,958,203,000, 
according to the Bureau of Research and 
Statistics of the OPM. 

Construction valued at $3,647,426,000 
was in place. This included completed 
and semi-completed projects, and repre- 
sented 46 per cent. of the defense con- 
struction program to date, 54 per cent. of 
scheduled construction remaining to be 
completed or undertaken. Of the work in 
place on October 1, $439,167,000 or six 
per cent. of the total program was erected 
in September. 

The military program involved con- 
struction valued at $4,649,793,000, of 
which $2,065,421,000, or 44 per cent., 
was in place on October 1. During Sep- 
tember $214,744,000 of the work, or five 
per cent., was put in place. 


The non-military defense construction 
program came to $3,308,410,000 of which 
$1,582,005,000, or 48 per cent., was in 
place. September construction was valued 
at $224,423,000. 


One Danger of the “Last-In, First-Out”’ 
Method 

In the November issue of “The Bal- 
ance Sheet,” monthly publication of the 
Controllers’ Congress of the National Re- 
tail Dry Goods Association, Mr. Andrew 
B. Trudgian, of S. D. Leidesdorf & Com- 
pany of New York City, says, in an arti- 
cle entitled: “Tax Aspects of Inventory 
and Setting Up Reserves, Under the De- 
fense Program”: 

“But I must warn you that the adop- 
tion of the new system (Last-In, First- 
Out) is fraught with danger other than 
the complete surrender to the whims of 
the Commissioner which it entails. If 
the opening and closing inventories of the 
year for which it is adopted include, at 
standard prices, a quantity of the com- 
modity for which it is adopted, that will 
not be exhausted or depleted in any suc- 
ceeding year, ‘well and good.’ But if 
the quantity of such goods will be ex- 
hausted or greatly reduced in some year 
and then, in a succeeding year, repur- 
chased at abnormal prices in a quantity 
that will thereafter be maintained, the 
result will be bad. This is because such 
goods will be pegged forever after at 
prices that may produce absurd results. 
The same thing may occur: (a) where 
the opening inventory of the year of 
adoption is below standard quantity and 
at normal prices while the closing in- 
ventory is abnormal both as to quantity 
and prices; and (b) where the opening 
inventory was standard both as to quan- 
tity and prices while the closing inven- 
tory was abnormal in both these re- 
spects.” 


Rail Profits Rise By 
492 Per Cent. 

The aggregate net income of 137 Class 
1 railroads which reported to the Inter- 
state Commerce Commission in 1941 
showed an increase of 492 per cent. in the 
first nine months of the year, compared 
with the same period last year. This was 
the first time these earnings had shown 
such a sharp percentage of increase. 

Aggregate net in the nine months was 
$359,710,000, against $60,713,000 in the 
same period of 1940. Net in September 
was $59,324,000, against $31,139,000 in 
September, 1940. 


Effect of Maintenance on Depreciation 
Reserves 


In the “Edison Electric Bulletin” for 
November, 1941, Mr. Leonard V. Smoot 
contributes an article entitled: ‘“Mainte- 
nance and Its Effect on Depreciation Re- 
serves,” which should prove interesting 
to controllers of utilities. 

Stating that to omit maintenance from 
any depreciation study by a utility is to 
overlook the most prevalent cause of 
error in setting up any rate of depreci- 
ation either constant or variable, Mr. 
Smoot says: “In order to set up reserves 
for maintenance and replacements many 
of the ideas prevailing would have to be 
discarded. Any thought of the reserves in 
terms of a sinking fund must be for- 
gotten. 

“In order to form an intelligible idea 
of reserves for depreciation and main- 
tenance, the assumption must be made 
that the utility is permanent and is to 
be permanently maintained. Investments 
in the property are to be perpetual and 
not to be retired under any condition... 
With this idea in mind the amount in 
the reserve account will be a measure of 
the level to which the property is main- 
tained, but will not indicate its value 
as recorded....The amount of the re- 
serve should not be more than adequate 
to maintain and replace equipment at 
the average level at which it is desired 
to keep the property...The amount to 
be set aside would be determined not so 
much on the basis of capital investment 
as upon the rate of turnover of equip- 
ment and the economical conditions im- 
posed by maintenance.” 


Canada Freezes Salaries 


Under a new order announced on No- 
vember 28 by Finance Minister J. L. Ilsley 
of Canada, all managerial, executive and 
other salaries not already stabilized under 
the wartime wages and cost of living or- 
der were stabilized for the duration of 
the war. 

The new order applied to all employees 
above the rank of foreman or comparable 
ranks. It provided that no employer shall 
increase the rate of salary paid to a sala- 
ried official above the most recent rate 
established and payable on or before No- 
vember 6, 1941. This order did not require 
payment of a cost-of-living bonus such as 
is required for wage-earners, although the 
payment of a bonus to employees receiv- 
ing less than $3,000 a year is permitted. 
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“Blocked” Income Tax Free 

On December 18, the Treasury ruled 
that Americans did not have to pay 
United States income tax on British in- 
come which cannot be spent. The ruling 
affects certain types of income to foreign- 
ers in England which is held in “blocked 
accounts.” The Treasury said that this 
type of income does not constitute taxable 
income. 

However, in certain cases when money 
may be taken out of a “blocked account” 
the income is taxable in this country, 
whether it has actually been withdrawn 
or not. In these cases, the money usually 
can be spent only in the purchase of Brit- 
ish Government bonds, in which instance 
only the interest from the bonds is tax- 
able in this country. 


Business Research Doubles 

The Department of Commerce stated 
early in December that the number of 
business research projects reported to it 
had almost doubled since the first survey 
was made by the Department in 1940. 
The 1940 survey covered 515 research 
projects carried on by 448 individuals in 
55 colleges and universities. The number 
of reported projects has now increased to 
898, handled by 809 persons in 93 report- 
ing agencies, including a few not con- 
nected with educational institutions. The 
department has issued a 178-page booklet 
on “Business Research Projects—1941.” 


Defense Savings Up 
Following Japan’s Attack 

The Monday after Japan’s attack on the 
United States, New Yorkers responded 
with heavy purchases of Defense Savings 
Bonds and Stamps. 

Mr. Henry Bruere, president of the Sav- 
ings Banks Association of the State of 
New York and president of the Bowery 
Savings Bank (New York City) said, on 
December 9: 

“According to reports just handed me 
from the twelve largest mutual savings 
banks in the metropolitan area, their total 
sales of defense issues on Monday were 
$228,000, or nearly double the average 
daily sales of $123,000 by these banks be- 
fore Japan plunged us into war.” 

Mr. Bruere said that the sale of De- 
fense Bonds and Stamps by the 134 mutual 
savings banks of the State has now passed 
the $75,000,000 mark. 


Food Prices to Rise 
The Department of Agriculture has pre- 
dicted higher food costs for consumers in 
1942 and increased income for farmers. 


Goods ‘‘Made in Japan” 
Shunned by Americans 

Within two days after the assault by 
Japan on Hawaii, American stores and 
Americans as individuals began what 
promised to be a widespread voluntary 
boycott of Japanese-made goods. 

The S. S. Kresge Company, five and ten 
cent store operator, said in Detroit on 
December 9 that all Japanese merchandise 
had been discarded from its stores. 

At Traverse City, Michigan, a roofing 
company official threw 5,000 calendars 
which he said cost 10 cents each, on a 
bonfire when he discovered they were 
“Made in Japan.” 

In Rochester, New York, Mr. J. M. 
Neisner, president of Neisner Brothers, 
Inc., said on December 10 that managers 
of the firm’s 116 variety stores throughout 
the United States had been notified to re- 
move from their shelves all merchandise 
made in Japan. 

Ten selectees left Tyrone, Pennsylvania, 
on December 10 without small American 
flags because the only ones available were 
stamped “Made in Japan.” The head of 
the committee to see off the first draftees 
since the declaration of war with Japan, 
upon learning of the flag situation, made 
this official pronouncement: “To hell with 
them!” 


No Philippine Gold 
For Japanese 

According to Department of Commerce 
reports made early after the Japanese raid 
on Hawaii, nearly all the gold due in the 
United States from the Philippines had 
arrived ahead of the Nipponese. 

A shipment of $1,868,747 arrived just 
before the war started. Philippine ship- 
ments of the metal in 1941 had amounted 
to $40,000,000. This sum, added to the 
$75,000,000 sent in the two previous 
years, would seem to make it clear that no 
gold hoard awaits the Japanese if they 
reach Manila. 

No gold of any consequence remains in 
Hong Kong, and the principal gold stocks 
of the Netherlands Empire never were 
kept in Batavia. 


German Debt Mounting 

A steadily increasing German debt was 
revealed in quarterly figures released 
around December 1, 1941, in Berlin. The 
funded debt rose from 52,494,700,000 
marks on June 30 to 58,062,600,000 on 
September 30. The floating debt jumped 
from 45,028,500,000 marks to 52,755,000,- 
000 for the same period. 


“Minor Capital Additions for Utilities” 


The Office of Production Management 
on November 25 defined what is meant 
by “minor improvements” and “minor 
capital additions” for utility systems 
covered by Preference Rating Order P-46. 

Under this order a preference rating 
of A-10 is assigned to supplies needed 
for repair, maintenance and Operation, 
and for “minor improvements” and 
“minor capital additions.’ This led to 
uncertainty among utilities as to what 
constituted “minor improvements” or 
“minor capital additions.” 

Amendment No. 2 to P-46 puts an end 
to the uncertainty by providing that a 
minor improvement or minor capital ad- 
dition is an expenditure for material not 
exceeding $1500 in the case of under- 
ground connections, or $500 for other 
capital additions. A job may not be split 
up in order to come within those limits. 

Another clause in the amendment lib- 
eralizes the acquisition or withdrawal of 
supplies needed to repair property or 
equipment damaged by fire, flood, or 
other climatic occurrences. 

Other provisions in the amendment 
clarify sections in the original order 
dealing with inventories and the replace- 
ment of condemned meters. 


Reich Starts Squeeze 
Play on Small Business 


The Reich Price Commissioner an- 
nounced in Berlin late in November that 
a significant change of policy was to be 
made with regard to prices paid to manu- 
facturers of war supplies. 

Heretofore these prices had been largely 
individualized on the basis of elaborate 
and complicated cost-finding procedure, 
allowing the ordnance department to pay 
higher prices to a small concern with 
higher costs of production than to Krupp 
or other big armament makers. In the 
future uniform prices will be paid wher- 
ever possible, these prices to be based, 
not on the costs of marginal producers, 
but on those of “fair average” manufac- 
turers with medium costs. 

This policy might lead to the elimina- 
tion of some high-cost producers, com- 
petent authorities admit, but the scarcity 
of labor, coupled with the necessity of 
keeping prices down, is believed to jus- 
tify this action, even at the cost of greater 
concentration of orders with big indus- 
trial enterprises with lower production 
costs. 


Remember Pearl Harbor—and Wake Island— 
Urge your company to buy Defense Bonds! 








Duties of Office Employees Defined 


The Board of Governors of the San 
Francisco Employers Council directed 
recently that a study be made of cur- 
rent basic salaries of San Francisco of- 
fice workers. In order to define the 
duties of various office jobs, the Coun- 
cil made use of a survey made last 
Spring by the San Francisco Control 
of the Controllers Institute of America. 

Mr. Edward V. Mills, Controller of 
the Fireman’s Fund Insurance Com- 
pany, was chairman of the San Fran- 
cisco Control’s special wage study com- 
mittee which investigated wage rates 
on the west coast. Definitions of the 
duties of different office employees, 
where definitions were necessary, were 
made by the committee as follows: 


File Clerk. 

Duplicating Machine Operators— 
Mimeograph, Multigraph, Multilith, 
Ditto. 

Stenographers—(a) Seniors. Aver- 
age of about five years’ commercial 
experience, capable of taking dicta- 
tion of more or less technical charac- 
ter, advanced in English, able to 
carry out oral instructions and take 
care of departmental clerical work, 
telephone calls, etc. Minimum re- 
quirements: Dictation, 110 W.P.M..; 
Transcribe, 25 W.P.M.; Type, 50 
W.P.M. 

(b) Juniors. Capable of passing tests 
of average speed in typing and short- 
hand after graduation from high school 
or business college. 

Dictating Machine Cylinder Tran- 
scribers—(a)Seniors. An expert typ- 
ist specializing in cylinder transcrip- 
tion with about three to five years’ 
experience, capable of volume produc- 
tion. 

(b) Juniors. Advanced from the 
typist-clerk classification, capable of 
nominal volume production. 

Statistical Typists—positions re- 
quiring skill in typographical set-up 
of statements and high degree of ac- 
curacy. 

Straight Copy-Work Typists. 

Teletype Operators. 

Comptometer or Other Calculat- 
ing Machine Operators—expert op- 


erators specializing in such work and 
capable of volume production. 

Billing Machine Operators—(a) 
Machines equipped with mechanical 
calculating devices or registers; (b) 
Machines with typewriter keyboards 
such as Elliott Fisher, Remington, 
Underwood; (c) Billing done on or- 
dinary typewriters 

Addressing Machine Operators— 
Operating automatic or semi-auto- 
matic addressing machine; making 
minor adjustments to the machine; 
maintaining file of plates and operat- 
ing cutting machine to produce 
plates. 

Telephone Service Clerk—acts as 
telephone representative (takes mes- 
sages, gives information, and so on) 
for the firm, as well as operating 
private exchange. Usually an experi- 
enced telephone employee of consid- 
erable length of service in addition 
to the other qualifications required 
to fill position. 

Receptionists—requiring pleasing 
appearance and personality; more 
than ordinary tact; also usually typing. 

Mail Clerks. 

Messengers, Hall Boys, Office Boys 
—(a) College trained men selected 
for executive possibilities; (b) Se- 
lected for future advancement to 
clerical positions; at least high school 
education; (c) Selected without defi- 
nite advancement in mind. 

Bookkeepers—(a) Seniors. Main- 
taining set of double entry books, jour- 
nals and general ledgers, including 
revenue and expenditure analysis ; post- 
ing and balancing of general and 
subsidiary ledgers. Originate journal 
vouchers; take trial balance; post pri- 
vate ledgers, depreciation and fixed 
asset records, investment accounts, cap- 
ital stock records; prepare financial 
reports; analyze statistical data; super- 
vise accounting detail; make tax re- 
ports of all kinds. 

(b) Intermediate. Under supervi- 
sion having charge of and maintaining 
small set of double entry books; capa- 
ble of maintaining records of cash 
receipts and disbursements, journal 
and voucher records; posting cus- 
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tomers’ records; posting subsidiary 
records; compiling sales records; post- 
ing purchase journal; checking bal- 
ances on accounts; posting cost rec- 
ords. 

(c) Juniors. Young men_ whose 
bookkeeping experience is very lim- 
ited; also duties similar to that of 
junior clerk. Under supervision, add- 
ing ledgers; looking up data for book- 
keeping department; assisting book- 
keepers ; sorting receipts, purchases and 
sales alphabetically or numerically. 

Private Secretaries to Executives— 
positions requiring stenographic pro- 
ficiency; ability to file papers intelli- 
gently ; ability to compose a good busi- 
ness letter on subjects of minor im- 
portance; and the intelligence and tact 
to carry out some of the executive's 
other duties. 

General Clerks (under Supervi- 
sion)—(a) Seniors. Performs diffi- 
cult clerical work of a varied nature; 
preparing reports; dictating letters; 
checking and verifying other than 
routine bills; making adjustments of 
complaints; checking freight bills, 
filing claims, keeping personnel rec- 
ords, time records and payroll. 

(b) Intermediate. Performing va- 
ried fairly difficult work, compiling 
and checking reports involving the use 
of some limited independent judg- 
ment; assisting in compiling and tabu- 
lating statistical data; checking and 
verifying routine bills; pricing cus- 
tomer invoices and branch charges; 
writing up bills of lading and ship- 
ing forms; compiling credit data; 
keeping stock records; receiving quota- 
tions; posting vendors’ records; post- 
ing Purchasing Department commod- 
ity records; checking customer credits. 

(c) Juniors. Performing simple cler- 
ical work of varied nature; distributing 
and filing cards; assisting in compil- 
ing simple statistical data; making sim- 
ple arithmetical computations; sorting 
records, matching records; placing 
records in numerical order; registering 
records; placing records in permanent 
binders; keeping permanent records in 
order. 

(Please turn to page 28) 
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Control ler m= Here Are the Answers to Your Questions on: 


THE NEW REVENUE ACT—in “The New Revenue Bill,” by Maxwell E. McDowell, Head of Tax Department, 
Standard Oil (New Jersey); in “The U. S. Treasury Counsel Looks at the New Revenue Act,” 
by Thomas Tarleau, U. S. Treasury Counsel; in “Taxation for Defense,” by Ellsworth C. Alvord, 
tax authority; in “Questions and Answers on the New Revenue Bill,” by Alger B. Chapman, of 
Alvord and Alvord, tax attorneys. 


COST-PLUS CONTRACTS—in “Phases of ‘Cost-Plus’ Contract Work,” by Clifford A. Hill, of Dravo Corpora- 
tion; in “The ‘Cost-Plus’ Contractor’s Profit Depends on His Controller,” by Laurence A. Smith, 
of McDonnell Aircraft Corporation. 


WAGE AND HOUR ACT—in “Questions and Answers on Wage and Hour Problems,” by Daniel H. Schultz, 
Leeds & Northrup Company, Harry C. Gretz, American Telephone and Telegraph Company, Irv- 
ing Kurcias, Field Auditor of the Wage and Hour Division, John C. Naylor, Pet Milk Company, 
and Stanley Simmons, Editor of Prentice-Hall, Inc., Labor Service; in “The Wage and Hour Act 
in a Seasonal Industry,” by I. D. Dawes, of Virginia-Carolina Chemical Corporation; in “Back 
to the Hourly Basis,” by H. L. Balme, of Oneida, Ltd.; in “Wage-Hour Practice in a Small 
Firm,” by E. W. Weston, of The Weston Paper and Manufacturing Company; and in “Wage 
and Hour Problems,” by Harry C. Gretz. 


SOCIAL SECURITY DEVELOPMENTS— in “Inventory of Current Social Security Developments,” by R. T. Comp- 
ton, Secretary, Economic Security Committee, National Association of Manufacturers; in “Is 
Experience Rating Justified from the Viewpoint of the Taxpayer, the Employee, and the Public?” 
by Dr. Emerson P. Schmidt, University of Minnesota; and in “Priorities and Post-Defense Un- 
employment Will Affect Rates,” by Murray W. Duberstein, of Prentice-Hall, Inc. 

TREATMENT OF DISCOUNTS AND PREMIUMS in the refunding of bonds—in “Treatment of Discounts and 
Premiums in the Refunding of Bonds,” by Richard H. Browne, of Terminal Barber Shops; and 
in “Amortizing the Redemption Premium,” by H. J. Ensign, of Willard Storage Battery Company. 

FUTURE TRENDS IN ACCOUNTING—in “Future Trends in Accounting,” by George O. May, Senior Partner, 
Price, Waterhouse & Company. 


WARTIME CANADA—in “Canadian Income and Excess Profits Taxation in Wartime,” by J. F. Gibson, F.C.A., 
Chief Corporation Assessor, Income Tax Division of the Department of National Revenue, Canada. 


USE OF MANUALS—in “Problems in Planning for the Installation of Manuals,” by James E. McMullen, of 
The Colorado Fuel and Iron Corporation; in “The Complete Use of Manuals,” by D. R. Anderson, 
of The Kendall Company; and in “Comment on Manuals,” by C. B. Nickerson, of Greenfield Tap 
and Die Corporation. 


POST-WAR PROBLEMS— in “After the War, What?” by Dr. Henry M. Wriston, President of Brown Univer- 
sity; in “Problems of Defense Production and Its Aftermath,” by Robert R. Nathan, Chief of 
Military and Civilian Requirements Branch of the Bureau of Research and Statistics, O.P.M.; 
and in “The Problem of a Post-War Depression,” by Bradford B. Smith, Economist, United States 
Steel Corporation. 


TFR-300—in “Questions and Answers on TFR-300,” by Harvey Reeves, of the U. S. Treasury Department. 


ALL IN ONE BOOK, JUST PUBLISHED: 


“Pa pers Q nd Addresses, Tenth Anniversary Meeting” 


CONTROLLERS INSTITUTE OF AMERICA 
One East Forty-second Street | 5 O per copy 
New York City e 


Bocloseds finds $e o5 0.6). (check; money order) for’... ..° 32... copies of “Papers and Addresses, Tenth 


Anniversary Meeting.” 
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| DUTIES OF OFFICE EMPLOYEES 








| (Continued from page 26) 





Stenographic Clerks—positions re- 
quiring keeping of records, completion 
of simple forms, miscellaneous filing, 
and some stenographic work or tran- 
scription from dictating machine cylin- 
ders. 

Typist Clerks—(a) Seniors. Aver- 
age of about five years’ commercial 
experience, qualified to do efficiently, 
schedule, statement, and bordereaux 
work or advanced clerical detail, cut- 
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ting stencils, assisting in the prepara- 
tion of reports or financial statements, 
keeping time records, assisting in main- 
taining files, and the like. 

(b) Intermediate. About twelve 
months’ commercial experience of 
women promoted from the apprentice 
classification; also older women with 
limited ability doing an average job. 

(c) Apprentices. Positions involv- 
ing simple operations which can be 
readily performed by typists having 
less than twelve months’ commercial 
experience. 


Junk or Treasure? The Future 
of American Gold 


The Manchester Guardian in No- 
vember published an article discuss- 
ing the future of gold and entitled, 
“Junk or Treasure?” Most of the 
world’s gold, The Guardian pointed 
out, lies underground—more than 
twenty billions worth in Kentucky 
vaults and the bulk of the remainder 
in unmined ore. Hundreds of thou- 
sands of miners annually produce, with 
costly machinery and chemicals, some 
one and a half billions of dollars 
worth, most of which is loaded in 
ships which are now more precious 
than the gold itself, and taken to the 
United States for reburial. 

Gold-mining shareholders take for 
granted the continuance of this odd 
procedure for the duration of the war, 
the paper adds, but many must some- 
times wonder how long it will con- 
tinue after the war and whether the 
belief in gold may some day vanish 
as Other faiths have vanished. 

Annually, millions of capital are in- 
vested in gold-mining, but South 
Africa’s prosperity is utterly depend- 
ent on the continued international use 
of gold. Such reflections can be brushed 
aside easily by saying that the United 
States could never afford to let gold 
depreciate to its industrial value, but 
in certain conditions the United States 
might be unable to prevent it. If post- 
war tariffs again prevent the debtor 
countries from paying the United 
States in goods, they would soon ex- 
haust any gold remaining outside the 


United States, after which they would 
be forced to find some other means of 
adjusting external accounts. 

This is admittedly taking a very 
gloomy view, The Manchester Guard- 
ian continued, but it could happen un- 
less counteracted. Effective action can 
come only from the United States by 
either a tariff policy which enables 
other countries to earn some gold back 
by exports, or the deliberate redistri- 
bution of American gold by loans. For- 
tunately, thoughtful Americans fully 
realize these necessities, the paper 
added. 

Cordell Hull’s farsighted efforts to 
liberalize the United States’ tariff pol- 
icy have already done much, the paper 
continued, though much more is 
needed. Moreover plans have been dis- 
cussed informally for a large interna- 
tional loan fund, based chiefly on 
American gold, envisaging vast public 
works in many parts of the world as 
part of the post-war reconstruction or 
a planned effort to raise the standard 
of living in backward areas. Such an 
internationalization of the New Deal 
would help to re-start trade after the 
war and redistribute the gold, which, 
however, would soon flow again to the 
United States in payment for the pro- 
jected engineering efforts and other 
supplies. Ultimately, the financial 
structure which the plan intends to 
uphold, and indeed the Atlantic Char- 
ter from which the plan arises, depend 
on America’s readiness to accept 


larger imports. But minds are now 
moving, and it is a relief to much 
more than gold-mining interests that 
they seem to be moving in the right 
direction, The Manchester Guardian 
concludes. 

Reuter’s financial editor, reporting 
the article, commented that The Man- 
chester Guardian’s views should be re- 
garded as support for measures to re- 
validate the international gold stand- 
ard and a prophecy of gold’s survival. 
Mankind’s faith in gold antedates 
most or all of the extant major re- 
ligions, and both seem too deeply 
rooted for any likelihood that they may 
be overthrown in our time. 

Post-war reconstruction will be 
faced with ample chaos without gra- 
tuitously magnifying the burden by 
discarding the sole international stand- 
ard which is universally acceptable, 
the editor continued. Economic states- 
manship will almost certainly prefer 
to rebuild on the foundation of gold 
instead of bringing about the general 
chaos and international economic an- 
archy that the demonetization of gold 
would threaten. 


FOOD PRICES UP 21 PER CENT. 


The Bureau of Labor Statistics re- 
ported on December 15, 1941, that re- 
tail food prices during the last month 
of peace continued the rise which be- 
gan in November, 1940, and which 
have risen to date approximately 21 
per cent. The most outstanding in- 
creases were reported for eggs, fresh 
and canned fish, dairy products, dried 
fruits and vegetables, and fats and oils. 


MACHINE-TOOL OUTPUT 
TOPS EXPECTATIONS 


Machine-tool production for 1941 
exceeded the $750,000,000 goal set at 
the beginning of the year, it was an- 
nounced on December 21, 1941, by 
Mr. George H. Johnson, president of 
the National Machine Tool Builders 
Association and head of the Gisholt 
Machine Company. 

November machine-tool shipments 
of $74,600,000 brought the total for 
eleven months to $690,000,000, with 
$765,000,000 estimated for the entire 
year. Shipments in 1940 were $450,- 
000,000. 
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e For a demonstration of Comptometer machines 
and modern Comptometer methods, in your own 
office on your own work, telephone your local Compt- 
ometer Co. representative ... or write direct to Felt & 


Tarrant Mfg. Co., 1734 N. Paulina St., Chicago, Ill. 


COMPTOMETER 


REG. U. S. PAT. OFF. 


ADDING-CALCULATING MACHINES 


I Said, 


“Co ahead 


and fire me!” 





e “It’s a wonder I ever keep a job, the way I fly off 


the handle! 


e “Like yesterday. My Boss made some remark 
about how slow I was in getting out some important 
figure work — and I blew up! I said ‘Wait a minute, 
Mr. Wallace! I’m a good calculating-machine oper- 
ator — but I can’t work fast on a slow machine! 


e “*You never complained about my work when we 
had those Model M Comptometers here. And it cer- 
tainly isn’t my fault that the Payroll Department 
talked you into lending them our Comptometers, 
and palmed off these other machines on you. And 
it isn’t my fault that these other machines don’t have 
any Keystroke-Censor to O.K. every key stroke for 
accuracy and give me the operating confidence that 
means top operating speed! 


e “And you can’t blame me because this is a tape 
machine, and doesn’t have a lot of Comptometer 
features. All right then — go ahead and fire me — 
but don’t blame me just because the Payroll crowd 
pulled a fast one on you!’ 


e “He didn’t fire me, though! He just said, ‘Miss 


Coyle, your impertinence is matched only by your 
'” 


figure-work sagacity.’ Whatever that means 
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| PROPER COST VALUATIONS 
(Continued from page 8) 











point at which the original inventories 
should be approximately frozen and those 
starting prices should be at actual cost if 
lower than the market. 

“There are more arguments in favor of 
the ‘Last-In, First-Out’ system than any 
other method and it would be my recom- 
mendation that the person who has raised 
the question should secure all possible data 
on the subject, which, I believe, will thor- 
oughly convince him.” 

* * * 


VARIANCE RATIOS 


“It is rather difficult to visualize the 
whole problem, although the set-up seems 
to be quite complete. It appears from the 
reading of the problem that there has been 
no attempt to set up a purchase variation 
account in the proper ratios to be used in 
adjusting, not only work in process, but 
finished goods, if any finished goods are 
also on hand. 

“These ratios, as developed during the 
course of the year, should be used to ad- 
just work in process and finished goods at 
the end of the year. I see no reason for 
carrying an inventory at Standard Cost as 
indicated without proper adjustment. If a 
write-up has been made in the inventory 
values of work in process and finished 
goods, a part of this would clear before the 
end of the year; but at the end of the year 
an adjustment should be made on the basis 
of the ratio of actual to standard cost of 
labor, and either actual or market to the 
standard cost of material, whichever is 
lower. 

“If proper variance ratios are carried on 
from month to month and accumulative, it 
should not be difficult to make almost any 
adjustment, even though there might be a 
decided drop in the market of raw ma- 
terials below cost. This latter would mean 
an inventory write-off no matter what basis 
was followed. . 

“There seemed to be three factors in- 
volved: 1. Purchase Variances, 2. Labor 
Variances, 3. Overhead Variances. 

“Unless the problem has not been inter- 
preted properly it almost seems to me that 
the one thing that has been omitted is a 
proper carry-forward of purchase variances 
on a ratio basis. Since the purchases ap- 
pear to be generally made at lower than 
market, it might require two purchase vari- 
ances, one the variance between cost and 
market, and the other the variance between 
standard and market. 

“This is quite an interesting problem, 
and would require considerable knowledge 
of the business to give a truly comprehen- 
sive reply.” 

* * * 


“For a Standard Cost System to function 
satisfactorily, it is usual to have separate 
Variance Accounts for Material, Labor and 
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Burden, in which the differences between 
Actual and Standard are displayed monthly. 
These monthly variances are then analysed 
as soon as known, so that proper steps can 
be taken by the management to correct, if 
possible, any unfavorable trend, and in any 
case the management is kept currently in- 
formed. 

“The statement made that the standards 
were closed out on paper on July 12th leads 
me to believe that this company has no vari- 
ance accounts set up on the ledger. This 
should be done. Also, possibly the cost 
system is not tied in with the general 
books. at all, which, although not essential, 
is desirable. 

“The standards should be changed as in- 
frequently as possible, otherwise the com- 
parison between periods, if based on chang- 
ing standards, is misleading. 

“A calendar year is also mentioned. Now 
if the accounts were closed out on Decem- 
ber 31, 1940, why were they closed out 
again on July 12, 1941? Even if the stand- 
ards are changed, it is not usually necessary 
to close out the variances more often than 
once a year. 

“How often are balance sheets issued, 
and to whom? If not to the public, then 
it would not be necessary to close out the 
variance accounts even on paper. If they are 
issued to the outside stockholders or to 
governmental agencies, then the variance 
accounts would be closed out into Cost of 
Goods Sold or directly to Profit and Loss. 
As for revaluing the entire inventory, if 
the company is committed to the lower of 
cost or market basis for income tax pur- 
poses, I would do this only once a year, 
fiscal or calendar, whichever one is used. 

‘The identity of the poundage is lost.’ 
Could not the poundage be calculated, if 
instead of a unit of a dozen garments a large 
unit were used, say 100, or a 1000 or per- 
haps a 100 dozen? 

“In regard to raw materials, instead of 
the first-out method, which is a nuisance, I 
suggest a running average cost; that is, the 
cost of new purchases added to the cost of 
the stock on hand and the total divided by 
the total units to give the unit cost.” 





DISPOSITION OF CREDIT RESULTING 
From WRriTE-Up 


“As I see the problem, it centers upon 
the question of what disposition should 
be made of the credit resulting from the 
write-up of the inventory of work in proc- 
ess. If such a write-up is of a material 
amount, I think most accountants would 
agree that the amount in question is un- 
realized and, as such, has no place upon 
the profit and loss statement; nor do I be- 
lieve that such income is taxable income. 
If such a write-up is necessitated by the 
operation of the standard cost system being 
used, it is my belief that the offsetting 
credit is in the nature of a valuation re- 
serve and should not be transferred to the 
income account until realized. A method 
could no doubt be devised wherein propor- 
tionate amounts of the reserve could be 
taken up as profit as income is realized 
through sales. 

“I cannot determine in my own mind 
whether our fellow controller is stating 
that because of the write-up, they do not 
use the ‘cost or market theory, whichever 
is lower’ or whether he is stating that 
values are obtained without regard to ‘cost’ 
or to ‘market.’ Certainly, upon analysis, it 
is obvious that the theory generally termed 
as ‘cost or market, whichever is lower’ is 
not being applied because of the fact that 
the values assigned to inventory are not 
cost. It is also stated that good accounting 
procedure and income regulations demand 
that inventories be carried on the books at 
cost or market, whichever is lower. This, I 
believe, is a misstatement. There are a 
variety of inventory methods that can be 
used for tax purposes. These are set forth 
in Regulations 103, Section 19.22 (c)-2. 
The taxpayer is at liberty to choose any ac- 
ceptable method which fits his business.” 


* * * 


“The information contained in this 
letter, we trust may be of assistance to 
you,” concluded Mr. Holden. 


Alien Accounts Checked 


Credit men in New York City be- 
gan the long task of checking the de- 
gree of loyalty and the citizenship 
status of many small accounts owed by 
nationals of Germany and Italy on De- 
cember 12, 1941, the afternoon fol- 
lowing the declaration of war against 
those nations. 

Because the amounts involved were 
small, averaging probably a few hun- 
dred dollars, the investigation was ex- 
pected to take several weeks. 

It was estimated that the sum of these 
small amounts was in the neighborhood 





of $2,000,000 in New York City alone. 

In World War I, it was recalled, 
the Federal roundup of enemy aliens 
was undertaken in such a way that it 
was several months before there was 
any opportunity to liquidate the assets 
of the aliens who happened to be op- 
erators of businesses. By the time 
liquidation was undertaken, rental and 
other charges often ate whatever 
equity might have been available, and 
the suppliers of merchandise and 
equipment often found it necessary to 
write off the outstanding debts. 
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A Suggestion to Controllers 














LB casei seiete personnel is always a problem 

—and especially so today. How to build the 
man who is anxious for promotion but not quite 
ready for the bigger task; how to handle the loyal 
man who is not entirely expert in his job; how to 
replace valuable men drawn off by military service 
or the lure of another job, how to develop new men 
for your increased staff—these must be constant 
problems with you as with other executives. 

That is where we can help you. 

Suggest to the man who is not quite competent 
that he investigate our training and make himself 
quickly competent, tell the promotion seeker that 
training will prepare him for the job he wants, pick 
some likely youngster and encourage him to get 
ready for your department. 

Thirty-three years of training adults in business 
by home study have taught us to give men not only 
expert professional training but much else that you 
want your associates to have— 
the relationship of one job to 
another and of one department 
to the entire business, an ex- 


pertness in analyzing and solv- 


This Book 


LASALLE EXTENSION 





ing business problems, an awareness of principles 
and procedures, and the habit of steady work. 

Our training courses in Accounting and other ma- 
jor business fields are designed primarily for men on 
the job. They are practical—what is studied tonight, 
can be used on the job tomorrow. They are con- 
densed, authoritative, interesting. They are studied 
in spare time so they do not interfere with daily 
work. They are moderate in cost and convenient 
payment terms are available. 

There are several ways in which you may handle 
this situation. You can either get full details from 
us and place them before your men, you can suggest 
to certain men that they contact us, or you can give 
us names for us to contact without mentioning you. 
In any case we will welcome the opportunity to send 
you full information about our services so that you 
may judge their value to you. 

A 48-page booklet about us and our Accountancy 
training is ready for your request 
—without cost or obligation. It 
is well worth having for present 
or future use. A note to Dept. 
1346-HR will bring it promptly. 


UNIVERSITY 


A Correspondence Institution 
Chicago, Ill. 
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| DEFENSE CONTRACTS 
| (Continued from page 11) 











degree of competition is introduced. 
Of course, if responsible contractors 
have sufficient business to keep going, 
this competitive element may be re- 
duced. 

Some consideration is being given 
to cost-plus-adjustable-fee contracts 
which contain escalator provisions at- 
taching to the target prices. Under 
this plan, the target price is adjusted 
to account for increased wage rates 
and material prices before bonuses or 
penalties are determined. Thus, if a 
$100,000 estimated cost is increased 
to $110,000 because of increases in 
prices and rates, the contractor's fee 
will be calculated on the basis of the 
higher figure. A similar result is 
reached in some instances by specifying 
a given number of labor hours for the 
work and providing for an adjustment 
in the fee based upon a rate per hour 
times the difference in man hours uti- 
lized. 


OTHER BONUSES AND PENALTIES 


Some contracts provide for bonuses 
and penalties based upon the con- 
tractor’s performance. Conventional 
types are the provisions for bonuses, 
or for liquidated damages, on the basis 
of the time taken for completion. One 
variation of this is used when an award 
is made to a bidder with higher prices 
and quicker delivery dates. The con- 
tractor may be offered his own bid 
price if he meets his own delivery date, 
and the lowest bid price if he fails to 
do so. 

Another form is a bonus if the prod- 
uct is better than the minimum set in 
the specifications. For example, a con- 
tractor who builds a ship with higher 
speeds than specified may get a bonus 
based upon the relative superiority. 


INCREASED AND ACCELERATED 
PRODUCTION 


In many cases, manufacturers with 
existing contracts are asked either to 
speed up the existing order or to super- 
impose additional production on it. In 
that event, additional payments may be 


32 


provided to reimburse the contractor 
for his extra costs. 

Estimating these incremental costs 
seems to be one of the most compli- 
cated cost problems under government 
contracts. On the one hand, additional 
costs must be estimated for overtime 
bonuses, for premiums to obtain more 
material, and for breakdowns and ad- 
ditional repairs due to pushing ma- 
chinery, fatigue of workers and the 
use of less experienced machine op- 
erators. On the other hand, the addi- 
tional cost must be offset by the lower 
unit overhead costs. 

Cost estimating of this type neces- 
sarily depends upon the individual 
business situation. The contractor may 
believe that if he compresses six 
months of production into four feast 
months, they might be followed by 
two famine months. In that event, he 
may feel that the full six months over- 
head should be charged to the order. 
On the other hand, an additional order 
with delivery requirements super-im- 
posed on the old dates may alter his 
cost position radically. He may figure 
on reduced unit overhead burden and 
may even keep his out-of-pocket costs 
at the same or lower levels. 

Given such alternatives, the ac- 
countant’s contribution can focus upon 
advising the businessman and the con- 
tracting officer on methods for reduc- 
ing the risks, lowering costs and in- 
creasing efficiency. In addition, there 
is a definite need for providing the 
contracting officer with cost informa- 
tion to justify the additional amounts 
which the contractor may desire. 


TERMINATIONS AND SETTLEMENTS 


With the present state of the de- 
fense program, there is little question 
that the government desires to com- 
plete existing contracts in order to de- 
velop new ones. Therefore, the prob- 
lem of completion and final settlement 
seems to be paramount, and termina- 
tion is of lesser import. The usual 
settlement procedures follow the ordi- 
nary course of business transactions. 
Since the government does not gen- 
erally submit to arbitration, disagree- 
ments are somewhat harder to handle 
than in private contracts. 

(Please turn to page 34) 
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Today, with industry functioning at top speed in America’s vast war program, 
minutes are priceless and irreplaceab!e. In accounting for precious time and mate- 
rials, modern business machines are performing a most important service. Busi- 
ness machines record the facts concerning every ounce of metal, every vital produc- 
tion minute. Automatically, they take care of time-consuming details, speed up 
reports, and reduce the chance of error. They keep constantly available the up-to- 


the-minute facts concerning men, minutes, money, and materials. 
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Under the existing procurement pro- 
gram, finished products which do not 
meet governmental specifications and 
inspections ate rejected. Because of 
this, the contractor must either replace 
the goods or rework them. However, 
under the War-Time Contract forms, 
discussed in the next section, the gov- 
ernment may accept the inferior goods 
at lower prices. 

It is a commonplace that a complete 
understanding at the inception of the 
contract will preclude a considerable 
amount of confusion and conflict as the 
contract progresses. Therefore, it seems 
of the utmost importance that both 
businessmen and their accountants 
should analyze and understand their 
contracts as quickly as possible. Un- 
usual terms and procedures should be 
examined most carefully in consider- 
ing either prime or subcontracts. In 
similar fashion, it is desirable to con- 
fer with contracting and auditing 
officer to agree upon accounting pro- 
cedures which will satisfy the require- 
ments of both parties to cost-plus con- 
tracts. 

Frequently those contracts which are 
entered into most easily are the most 
difficult to settle. Thus, a fixed-price 
contract may be harder to develop be- 
cause final specifications and prices 
must be settled whereas a cost-plus con- 
tract may be written with great facility. 
However, the fixed-price contract will, 
on the whole, be much easier to com- 
plete than the cost-plus type. 

The significance of the termination 
clauses of government contracts seems 
to await the future. Most termination 
provisions depend upon a default by 
the contractor or unsatisfactory per- 
formance. Many provide that the gov- 
ernment may terminate the contract if 
it seems to be desirable or advisable. 
In some cases, this means that the gov- 
ernment may terminate at its own con- 
venience; in most it will depend upon 
the general progress of defense pro- 
duction. 

If the contract is terminated because 
of default by the contractor, the gov- 
ernment may, in many instances, secure 
similar supplies. In that event, it will 
set off the cost of those supplies against 
the total contract price to determine 
how much may be owed by either 
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party. Some contracts provide that 
the government may take over incom- 
pleted work and have it finished at 
government expense. Some agreements 
merely provide that a fair and just 
settlement shall be made. 

Contracts which permit termination 
at the convenience of the government 
provide generally that the government 
shall pay the contractor: a prorata 
share of the total price for the goods 
which have been delivered, all actual 
expenditures made in good faith on 
the uncompleted portion of the con- 
tract, payments approved in advance 
in settling outstanding commitments, 
and a proportion of the estimated 
profit. 

In any event, unless the notice of 
termination provides otherwise, the 
contractor must discontinue work and 
the placing of orders; cancel existing 
orders and terminate subcontracts; 
transfer title to completed and uncom- 
pleted supplies, parts, plans and in- 
formation; and secure for the gov- 
ernment the benefits of any rights 
remaining under orders or subcontracts. 
He must also, when requested, protect 
the government’s property physically. 


WaAR-TIME CONTRACTS 


War-time contract forms have been 
designed for use in war or other na- 
tional emergencies. This discussion is 
developed not as a definite forecast, 
but as an indication of the types of 
changes we might look for in supply 
contracts under actual military oper- 
ations. These are presented as forms, 
not as definite procurement plans. 
They are intended for use in addition 
to the current forms. Some forms 
would permit the government and the 
contractor to enter into agreements 
with a minimum of preliminaries. 
Others would really be compulsory req- 
uisitions calling on the contractor to 
manufacture for the gove:nment. Since 
all would provide for adjustments for 
changes in the costs of materials or 
labor, even fixed-price contracts of this 
type would have escalation features. 
The forms also would permit the ac- 
ceptance of inferior goods at lower 
prices. 

In addition to fixed-price contracts, 
these forms may include provisional 


price agreements which are to be modi- 
fied on the basis of experience under 
the contract. Thus, the cost-plus con- 
tract would provide for the setting of 
fixed prices after sufficient experience. 
The form for a requisition, or com- 
pulsory order, would contain a fixed 
price. If the contractor should want 
a higher amount, the government may 
pay a percentage of his request with 
the rest subject to subsequent suit. 
Relative advantages and disadvan- 
tages of contracts following these 
forms are akin to those similar types 
discussed above. Just as their special 
advantages lie in the speed with which 
they can be issued, their special disad- 
vantages ate that they would take 
longer to settle, and may increase the 
problems of termination and litigation. 


FINANCING 


Problems of financing depend pe- 
culiarly on the underlying contractual 
and productive situation. No general 
rules can be laid, but indications are 
available. Performance bonds and ad- 
vance payment bonds will be ignored 
here because of the complex situation 
affecting them. 

Of course, the contractor's financing 
problems will vary greatly depending 
on the type of production and his own 
resources. Thus, the financing of new 
equipment will differ markedly from 
the financing of regular goods which 
are taken out of stock. Again, there 
will be wide differences between con- 
tracts calling for individual deliveries 
spaced evenly over a short period of 
time and contracts for the construction 
of ships which will take two years to 
complete. An equitable arrangement 
will depend upon the size of the con- 
tract relative to the contractor's re- 
sources and the usual size of his sales 
in the past. 

For purposes of convenience we 
shall divide financing problems into 
several categories: assignment of 
claims, advance payments, partial pay- 
ments, progress or event payments, and 
unit delivery payments. 

Under the Assignment of Claims 
Act of 1940 the Federal government 
may agree that a contractor may as- 
sign his claims against the government 


(Please turn to page 36) 
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Figures are the lifeblood of war production... figures on which to 
base estimates, budgets, commitments... figures that keep materials 
and parts moving toward scheduled assembly points... figures that 
assure the prompt payment of employees. . . figures for providing up-to- 
the-minute reports which permit management to make quick decisions, 
take quick action. 


Both government and industry use Burroughs machines of many differ- 
ent types and styles for obtaining these vital figures and writing essential 
records in less time, with less effort, and at less cost. 


BURROUGHS ADDING MACHINE COMPANY ¢ DETROIT, MICHIGAN 


jodys Burroughs 


THE WORK IN LESS TIME—WITH LESS EFFORT—AT LESS COST 














36 


(Continued from page 34) 
free of any offset which the govern- 
ment may have. Some contracts pro- 
vide for assignments free of any off- 
sets; while others merely rule out the 
contractor's indebtedness to the U. S. 
arising independently of the contract. 

Under two acts, passed in 1940, the 
War and Navy Departments may make 
advance payments to the contractors, 
up to 30 per cent. of the contract price. 
These may be provided for either in 
the original contract or under supple- 
mental agreements. 

Partial payments may be made, 
under specific contract terms, on work 
in process prior to the time of de- 
livery. Some cost-plus contracts pro- 
vide that they shall be made weekly 
upon submission of records, some 
semi-monthly, some monthly; one con- 
tract provides for the reimbursement 
of current expenditures, as certified, 
weekly or more frequently, for the 
payment of rental on contractor's 
equipment monthly, and for propor- 
tionate payments of the fee monthly. 

Progress or event payments, used 
in construction contracts, are made for 
physical progress of the work. In 
most cases they depend upon an engi- 
neering estimate of the proportionate 
amount of work completed. Under 
event payments, the contract provides 
for definite amounts to be paid when 
specific work is completed, for ex- 
ample, the laying of the keel. 

Unit delivery payments are used 
when the contract calls for successive 
delivery dates. The proportionate 
amounts are paid when deliveries are 
accepted, subject to adjustments for 
other financing provisions. 


FACILITIES CONTRACTS 


Contracts for facilities entail pe- 
culiar financing and price problems 
which do not relate to the supplies 
and construction contracts discussed 
above. Because of the amount of ma- 
terial available elsewhere on problems 
of amortization and depreciation they 
are omitted here. 

New facilities may be provided un- 
der five methods: 

Under Method I, namely, private 
financing, the contractor takes the en- 
tire risk of the plant, even if he bor- 
rows from the R.F.C. It may or may 
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not be fully used during the defense 
program; its utilization after the end 
of the program is unknown; all risk 
of physical damage remains with the 
contractor. 

Methods II and III involve govern- 
ment financing through a Defense 
Plant Corporation Contract, or through 
an Emergency Plant Facilities Contract 
with the War or Navy Departments. 
Under the former, the Defense Plant 
Corporation pays the cost of the plant, 
takes title and assumes non-insurable 
risk. Under Emergency Plant Facili- 
ties contracts, the contractor pays for 
the plant and the Department agrees 
to pay for the plant in sixty monthly 
payments after which it will take title. 
The contractor, who retains title until 
full payment is made, may assign the 
monthly payments, free of offsetting 
claims by the government, and may 
collect for non-insurable damage. Both 
the Defense Plant Corporation Con- 
tract and the Emergency Plant Facili- 
ties Contract give the contractor a firm 
option to purchase the plant at a price 
calculated by depreciating the original 
cost at liberal rates. He may, if he 
does not exercise this option, negoti- 
ate for a lower price. 

Under Method IV, the government 
builds the plant, paying for it outright. 
The government may then conduct op- 
erations itself, as in the case of Navy 
Yards, or enter into management con- 
tracts through which a private con- 
tractor operates the plant in return for 
a fixed fee and reimbursement for op- 
erating outlays, as in the case of a 
shell-loading plant. 

Under Method V the government 
purchases equipment through a pro- 
vision in a supplies contract. The con- 
tractor uses the equipment until he 
completes the work, and then turns it 
over to the Federal agency. 


SUBCONTRACTING 


A complete description of subcon- 
tracts would require covering not only 
the Federal forms discussed above, but 
also those types of agreements which 
have been used in private industry gen- 
erally. Therefore, this section is con- 
fined to the influences of the prime 
contracts on the subcontract. 

On the whole, there is some evi- 


dence of a substantial tendency to fol- 
low the Federal forms in writing sub- 
contracts. In many instances, the prime 
contract sets the formula directly; in 
some the similarity is voluntary. In 
entering into a subcontract, it is ad- 
visable for both parties to examine 
the prime contract in order to deter- 
mine which conditions bear upon sub- 
contracts. 

The usual fixed-price prime contract 
has no direct effect on the type of con- 
tract which may be developed. Prime 
contractors use many price arrange- 
ments in subcontracts under these cir- 
cumstances—fixed price, escalator con- 
tracts or cost-plus. 

Escalator and cost-plus prime con- 
tracts frequently contain provisions 
that all subcontracts are subject to the 
review and approval of the contracting 
officer. If the contract is on a cost- 
plus basis, the contracting officer re- 
views supporting subcontracts carefully 
since the Federal government is pay- 
ing the subcontractor indirectly. If 
the subcontract is also on a cost-plus 
basis, it is subject to the same rules as 
the prime contract. 

The provisions of escalator contracts 
relating to subcontracts are varied. The 
problems involved in this phase of the 
contract are fairly subtle. If a con- 
tract allows adjustment only for ma- 
terials but not for subcontracts, it is 
complicated by the difficulty of dis- 
tinguishing between a materials sup- 
plier and a subcontractor. Under many 
prime contracts with escalator pro- 
visions, the subcontractor may receive 
an adjustment of the same type. If 
the prime contractor is permitted to 
include the subcontractor’s labor and 
material costs in his own base price 
subject to adjustment, he must pass 
the adjustment on to the subcontractor. 
This does not mean that all subcon- 
tracts in support of such prime con- 
tracts should contain adjustment 
clauses. In many cases, the amounts 
for labor and materials set in the base 
contract are not dependent upon the 
volume of production subcontracted ; 
therefore, the prime contractor assumes 
the same risk he takes on his own ma- 
terials and labor, namely, that the 
prices he pays will be no more than 
his original estimate plus the amount 
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of escalation which he himself assigns 
to that phase of the work. 

The circumstances surrounding the 
financing arrangements on the prime 
contract may have considerable bear- 
ing on the subcontract. The contractor 
may or may not be able to request ad- 
vances to cover his subcontractors; he 
may or may not be able to include 
their work with his own physical 
progress in order to get partial or 
event payments. 

Since this discussion covers such a 
wide area there seems to be a need 
for a final consideration of its limita- 
tions. The complexity of the con- 
tractual situations are such that a com- 
plete description would require more 
time and space than the present state- 
ment. Indeed, our experience has been 
too short to reflect the implications of 
the total development. Therefore, 
there is no substitute for a scrutiny of 
the individual contract to ascertain 
what the combination of its separate 
provisions may mean. As for the ap- 
plication to individual business prob- 
lems, the government contracts are no 
more intricate than many other busi- 
ness practices. Individual judgment 
still retains paramount importance. 





COMPANY BONUSES 
(Continued from page 20) 











and directors, shared in the distribu- 
tion according to his or her salary up 
to but not exceeding $2,000 in any 
full year of service received during the 
period of employment by the company 
within the five years preceding Decem- 
ber 1, 1941. Net earnings above $2,000 
were not considered in determining any 
employee’s share of the wage dividend. 
The rate for the company’s 1941 
“wage dividend” compares with an 
amount based on one-fourth of one 
per cent. of each employee’s five-year 
earnings (not exceeding $2,000 in any 
year) for the 1940 distribution. In 
that year the extra dividend to stock- 
holders was 25 cents a share or one- 
half the rate declared in the preceding 
year. J. L.H. 


It is not too early to mark the date of 
The Institute’s Eleventh Annual Meeting on 
your calendar, September 21-23, 1942, The 
Palmer House, Chicago. 





He wants to know... 


You live in a record age, all right! At a hundred points .. . in taxes, earn- 
ings, social security, and endless others . . . your records are subject to 
greater, more frequent inspection. Accurate, clear records are vital now... 
durable records that will be just as clear, just as available years from now! 
You are sure of that when your own records are safely kept on L. L. Brown 
record papers. Thousands of well-known bankers, business men, and ac- 
countants will tell you that there is no better way! 


OO ee 


A truly negligible addition to your record costs . . . or no addition at all!... 
will bring you the protection of these superfine papers. Ask your printer to 
show you how they give you the utmost of uniformity and durability for 
your records .. . the advantages of their perfect surface for writing or typ- 
ing, flawless erasure and re-writing. Nearly a hundred years of fine paper 
making guarantee every L. L. Brown record paper. 


... for your correspondence! 

You add constantly to your prestige in 
the minds of your clients and customers 
with every letter you send out on a fine, 
crisp L. L. Brown bond. Your printer will 
gladly suggest a letterhead for you on one 
of these unusual letter papers. 
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L: L: BROWN 


PAPER COMPANY 
Established in 1849 
Adams, Massachusetts 


Papers for Dependable Records, 
Impressive Correspondence 








FREE! . . . This newest 
L. L. Brown booklet (read- 
ing time about 8 minutes) 
shows you how to get su- 
perior records, more im- 
pressive stationery at 
microscopic... if any... 
extra cost. Write today— 
please ask for booklet B, 
“MUCH for a mite.” 
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FEDERAL-STATE RELATIONS 
(Continued from page 23) 











‘. . . Over three-fifths of the beneficiaries 
studied exhausted their benefit rights. 
One-fifth of them had rights to less than 
6 weeks of benefits while only 29 per 
cent. were entitled to the maximum of 
16 weeks. A higher proportion of those 
with low than high potential duration ex- 
hausted benefits. They likewise had 
smaller weekly benefit amounts and were 
re-employed less rapidly than the bene- 
ficiaries with high potential duration. 


Omitting individual reports on 
New Hampshire, Oklahoma, West 
Virginia and Utah the next extract is 
from a study of the combined ex- 
perience of 11 states, Idaho, Iowa, 
Kentucky, Michigan, Minnesota, 
New Hampshire, North Carolina, 
Ohio, Oklahoma, Pennsylvania and 
West Virginia. 


“. .. It will be noted that the propor- 
tion of claimants who were entitled to 
the maximum potential duration and who 
actually drew all of the benefit to which 
they were entitled varied from about 30 
to 70 per cent. Data on the complete re- 
ports from which the summary figures are 
dérived show that these workers are re- 
employed more rapidly than those with 
lower potential benefit rights. It may be 
safely assumed, therefore, that an even 
larger proportion of those potentially en- 
titled to fewer than the maximum poten- 
tial number of weeks of benefits (a group 
which comprises from 28 to 88 per cent. 
of the total claimant group among these 
states) remained unemployed long enough 
to draw from 14 to 16 weeks of benefits 
had they not exhausted their rights... . 
Moreover, all available data on the dura- 
tion of unemployment show that many 
workers experience more than 16 or even 
20 weeks of unemployment during a year. 


POSSIBLE INSOLVENCY 


Turning to the second argument 
—possible insolvency of individual 
state funds—and this is one of the 
most emphasized reasons given for 
at least some change in the present 
system of state reserve funds. We 
cannot foretell actuarially that all 
states will remain solvent under the 
present state systems. None of them 
is broke now. Some of them could 
become insolvent even during the de- 
fense period should substantial and 
continued unemployment in special 
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areas develop. Many of them could 
and may become insolvent under the 
present system should we be so un- 
fortunate as to experience high un- 
employment upon the completion of 
the defense effort. Some of the states 
could probably stay solvent even 
should we experience such a high de- 
gree of unemployment. Adequate 
evidence does not exist now to an- 
swer the question of solvency of the 
individual funds but we can prob- 
ably expect to be faced with the 
problem at least in a number of 
states. There is reason to expect that 
the issue of whether to take remedial 
action now or later will shortly be 
presented to Congress. 


Post-WaAR CUSHION 


The third argument, that a good 
offense to possible post defense prob- 
lems arising out of mass unemploy- 
ment is a strong social insurance pro- 
gram including a strengthened un- 
employment compensation system, is 
a question of relatives and over-all 
national policy. Few could question 
the desirability of a strong social in- 
surance system. The question of the 
degree to which we are to attempt to 
provide security through social in- 
surance and the relative weights to 
be assigned insurance, relief and 
works programs is one which can be 
answered to a large degree through 
impartial factual studies. The Na- 
tional Resources Planning Board is 
making a study of the function and 
administrations of unemployment 
compensation, relief and works pro- 
grams in this country. It is expected 
to be released in the very near future. 


GREATER EMPHASIS ON NEED 


Two last significant proposals have 
been advanced which should be men- 
tioned. First, unemployment com- 
pensation is a program which should 
recognize the individual needs of the 
claimant by placing less emphasis on 
a weekly benefit amount which bears 
a strict relation to the amount of 
weekly or quarterly earnings of the 
individual worker and should place 
greater emphasis on the need with 
which he may be confronted as a re- 


sult of dependents which should be 
given increased consideration in de- 
termining the amount of his weekly 
benefit amount. This argument car- 
ries with it the corollary that the pro- 
gram then becomes one in which em- 
ployees, employers, as well as the 
public, through general revenues, 
should share in financing—a three 
way contributory system as compared 
to our present employer-financed sys- 
tem. 

The last proposal that I want to 
mention is the recently oft-repeated 
statement that the present defense 
program particularly requires that 
we have a very strong, effective and 
efficient employment service. This 
argument is difficult to take excep- 
tion to but its implication of a fed- 
eral or substantially federalized em- 
ployment service with the resulting 
very probable changes of the present 
state systems of unemployment com- 
pensation is a change of major sig- 
nificance. The best defense for the 
present state systems of employment 
offices is to assure that they are oper- 
ating at a maximum of efficiency and 
effectiveness. 

A major and very important con- 
tribution to the issues which have 
been discussed this morning can be 
made by all of you gentlemen and it 
may be closer to your interests than 
you may appreciate. Two points, 
first, make an objective analysis at 
some considerable effort on your part 
of the objectives and alternatives in- 
volved and make a real evaluation of 
changes which may be proposed in 
social legislation made in terms of 
the extent to which the proposals at- 
tack and improve the actual basic 
problems to which they apply and 
second, demand and support effec- 
tive and efficient administration at 
all levels of government administra- 
tion of these programs. 


Controller: Urge your company to buy 
Defense Bonds. 








TIMELY FIGURES! 


Send your inventory and other emergency 
computations to a skilled organization of 
public calculators. Dependable results. 


ATLAS CALCULATING SERVICE 
25 E. Jackson Blvd. Chicago, Ill. 
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“Cost-Plus” 
Cuft-Notes 


Two decisions of interest to “cost- 
plus” contractors appear in the latest 
issue (Volume 21) of “Decisions of 
The Comptroller General.” 


REPAIRS TO RENTED EQUIPMENT 


The first declares that ‘Where, 
under rental agreements entered into 
by a cost-plus-a-fixed-fee contractor, 
‘all routine maintenance and normal 
running repairs’ are to be made by the 
lessee (prime contractor) without ex- 
pense to the lessors and the expenses 
thereof were not included by the les- 
sors in computing the rental rates, the 
prime contractor may be reimbursed 
by the Government for the cost of such 
repairs. 20 Comp. Gen. 632, where 
rental rates were considered normally 
to include an allowance for wear and 
tear incident to the use of the equip- 
ment, distinguished.” 


APPLICABILITY OF STATUTORY RE- 
STRICTIONS ON GOVERNMENT 
EXPENDITURES 


The second states that: ‘“The act of 
July 2, 1940, authorizing the War De- 
partment to contract on a cost-plus-a- 
fixed-fee basis for certain supplies and 
work, did not suspend, either ex- 
pressedly or impliedly, any existing 
statutory limitations or restrictions on 
the expenditure of public moneys ex- 
cept those expressly mentioned therein, 
and, therefore, statutory restrictions, 
such as those with respect to the pur- 
chase from appropriated funds of type- 
writers, passenger carrying vehicles, 
and supplies manufactured by the Fed- 
eral Prison Industries, Inc., are appli- 
cable to purchases by a cost-plus-a- 
fixed-fee contractor for which reim- 
bursement is made by the Govern- 
ment.” 





CORPORATION INCOME TAX 
AT A GLANCE 


For Quick Planning and Reference 
Charts prepared by Certified Public Ac- 
countants showing taxes on profits to 
$500,000.00 and 300% of excess profits 
credit. Complete set $2.00. Balch, Funk & 
Co., 16 South Broad St., Philadelphia, Pa. 





The Controller, January, 1942 39 











THEY PAY THEIR WAY ON 


INVENTORY 
CONTROL 





With McBee Keysort, Unit Analysis and Waxspot 
on the inventory job, operating statements are accurate 
and buying is under absolute control. The inventory 
control includes: 


Daily “up to last night” balance of every 
item in stock, after all entered orders have 


been shipped, 


Daily analysis and summary of items that fell 
below minimum stock. 





Individual items and total inventory evaluated 
at “cost” or “market” at the close of each 
costing, or closing period. 


Daily and month-to-date summaries of 
disbursements (sales and “free goods”) 
receipts and returns on each stock item. 


... all without making any changes 
in present order, billing or stock 
room procedures, and without 
requiring trained operators. Ask the 
McBee representative. 
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DISCOUNTS AND PREMIUMS 








(Continued from page 14) 





profession if we issue bulletins which 
cannot be the subject of agreement by 
the number. Our Institute’s Research 
Bulletin Number 2 met that require- 
ment. 


DIscOUNT AND PREMIUM 
SHOULD BE DEALT WITH AS ONE 


When it comes to the question of 
whether the unamortized discount and 
redemption premium should be dealt 
with separately or as one, I do not be- 
lieve there is much, if any, difference 
in our committee. We feel that in ad- 
dition to the two arising out of the 
same circumstances, a careful analysis 
of their nature indicates that, if you 
are not going to spread them both over 
the life of the new issue, then they 
ought both to be spread over the life 
of the old issue. 

The basis of the premium, as well 
as of the unamortized discount, is the 
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old issue. All the terms relating to it 
arise out of the old issue. As I have 
pointed out, some indentures provide 
for reducing the amount of the re- 
demption premium as time goes on. 
Modifications of the indenture are di- 
rectly related to the new issue and, in- 
sofar as they have a financial effect ex- 
pressable in the accounts, should be 
spread over the life of the new re- 
funding issue. You get that, for in- 
stance, in the reduced interest rate, or 
in the discount or premium at which 
the new issue may be sold. But the ac- 
counting effects of the indenture pro- 
visions of the old issue, it seems to 
me, should be dealt with together, and 
that includes both discount and re- 
demption premium. 


STRONG ARGUMENT FOR AMOR- 
TIZATION OVER LIFE OF OLD ISSUE 


I am willing to go along with our 
committee on the proposition that a 
strong argument can be made for amor- 
tization over the life of the old issue, 
because the direct benefit from the 


lower rate of interest is experienced 
in the old period (the remaining years 
of the old issue after its premature 
redemption) by the difference between 
the old interest rate and the new inter- 
est rate minus the unamortized dis- 
count which has to be written off and 
the amount of the premium that has to 
be paid in order to make it possible to 
get the reduced interest rate, during 
the years for which the company is 
contractually obligated to pay the 
higher interest rate. The redemption 
premium applies only to the remain- 
ing portion of the refunded bonds, as 
such bonds could presumably be paid 
at the maturity date without any pre- 
mium. 

After all, the initial discount and 
expense on an issue and the premium 
at redemption are part and parcel of 
the same service charge of which the 
stated interest rate is the major fac- 
tor. Both the discount and premium 
are conceivably necessary in order to 
market the issue with a certain coupon 
rate in order to make it attractive to 
the buyer. 


“Every Executive Must Understand Figures,” Said 
A. D. McDonald, Head of Southern Pacific Railroad 


The death of Mr. Angus Daniel 
McDonald, 63, president of Southern 
Pacific Railroad since 1932, in San 
Francisco on November 15, 1941, re- 
called to mind what that famous rail- 
road executive, who was Southern Pa- 
cific’s controller before being made 
president, and who had been the first 
Treasurer of the United States Rail- 
road Administration during the first 
World War, said in 1927 of the route 
by which he traveled upward in the 
railroad world: 

“Bookkeeping, accounting and aud- 
iting came naturally to me, so I entered 
the accounting department at Houston. 
To my mind the importance of figures 
cannot be minimized. Every execu- 
tive of a corporation, I become more 
and more convinced, must under- 
stand figures—know what they are 
for, where they come from, and 


what they mean. Where is there a 
better way to learn it all than in the 
accounting department? A splendid 
apprenticeship may be served there. 
So I say that a knowledge of book- 
keeping is well-nigh a necessity for 
the thoroughly equipped modern ex- 
ecutive.” 

Admitting that his story was rather 
exceptional among high railroad ex- 
ecutives, he said: 

“Usually they come up through the 
operating department, but I personally 
can see no real reason why they should. 
The bookkeeper gets a general know!]- 
edge of the workings of a corporation. 
He has access to the statistics of all de- 
partments. That places him in an 
advantageous position to see what each 
one is doing. If I had a message for 
the young men of America today it 
would be—‘Don’t be afraid of a book- 


keeping job.’ The only thing to be 
afraid of is a rut. It’s up to the in- 
dividual, not his job, what he makes of 
himself.” 


Remember 400 Marines at Wake Island 
and urge your company to buy Defense'Bonds! 





BACK NUMBERS OF 
“THE CONTROLLER” WANTED 


Any reader who has copies 
of ‘The Controller’ for May, 
1934, February, 1936, Sep- 
tember, 1937, May, 1939, 
June, 1939, April, 1940, 
May, 1940, or October, 1940, 
for which he has no further 
use, is invited to send them | 
to the publication office, One | 
East Forty-Second Street, 
New York, N. Y. The regular 
rate of 50 cents will be paid 
for each copy. 
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INDUSTRIAL OUTPUT AT 166 
PER CENT. OF 1935-39 LEVEL 


The total increase in industrial pro- 
duction in the United States since the 
defense program started a year and 
a half ago has been 50 points, to 166 
per cent. of the 1935-1939 average, 
the Federal Reserve Board reported on 
December 15. 

The rise was 20 points in the first 
half of 1941, but only 7 in the five 
months since then. The increased out- 
put since June was largely in the man- 
ufacture of armaments and equipment 
for armament production. Consumer 
buying has been reduced, and the 
Board interpreted this to mean that 
consumer resistance to price advances 
had been a factor in the buying of 
the last half of 1941. The reduction 
in buying resulted in ‘‘relatively stable 
wholesale prices,” said the report. Re- 
tail prices have risen sharply and in 
some instances independently from 
wholesale prices, with the changes be- 
ing reflected back to jobbers’ and pro- 
ducers’ prices. 


BOOKKEEPING 


The business man observes with dread 

The rising cost of overhead ; 

The politician calm and bland 

Ignores the cost of underhand. 
ARTHUR GUITERMAN. 





| EASY WAY TO MAKE 
| 50 CENTS 

A reader of “The Controller” 
is anxious to complete a file of 
copies of the magazine and is short 
these copies: May 1934, Feb. 1936, 
Sept. 1937, and May 1939. 

The publishers of the magazine 
are unable to supply these copies 
and will be glad to receive any or 
all of these copies from members 
of The Controllers Institute, or 
other readers of the magazine who 
will be willing to part with them 
at the regular rate of $.50 4 copy. 











PAPERS AND ADDRESSES 
of the Tenth Anniversary Meeting, 
just published, contains 270 pages of 
timely technical data that should be 
read by your staff members as well as 
yourself. Price: $1.50. 
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Production Costs Increase 
Mainly Through Wage Boosts 


Production costs in industry have 
been rising rapidly during the last six 
months, mainly as a result of higher 
wages, it is indicated by the results 
of a survey completed in early De- 
cember by the National Industrial 
Conference Board. 

Three-fifths of the companies an- 
swering the board’s questionnaire re- 
ported that higher labor costs are 
now the principal cause of the in- 
crease, while a similar survey in 
March showed that up to that time 
higher raw materials costs had been 
the main factor. 

Many producers, according to the 
study, are no longer able to keep unit 
costs down by increasing volume, 
since volume has already reached ca- 
pacity, or nearly so. Overtime pay- 
ments have increased costs for some 
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producers. Other factories reported 
a decrease in efficiency caused by 
government employment of inexperi- 
enced workers, although, in general, 
there has been comparatively little 
change in output per employee. 
Forced use of substitutes has in- 
creased costs in some types of busi- 
ness, it was found, since substitute 
materials often cost more than those 
customarily used, and in some cases 
require new tools, dies and fixtures. 
While most companies agreed that 
their ability to absorb further in- 
creases in costs was limited, there 
was a difference of opinion’ as to 
whether increases should be passed 
along to the consumer. It was 


pointed by some that it would be 
difficult, if not impossible, in many 
instances to raise prices. 











Full Automatic Tabulating Model “ST-10”...so 
completely automatic that all mental and phys- 
ical effort is eliminated from its operation. 
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FACTORY AND HOME OFFICE - SAN LEANDRO, CALIF 





Fridén Automatic Calcu- 
lators are Sold and Serv- 
iced by a Factory trained 
INC personnel in over 250 

° Company controlled Sales 
Agencies throughout the 
United States and Canada 


























REVIEWS of Recent Business Publications 
] 
“FINANCIAL STATEMENT ANALYSIS,” ments; Variation in Profit; Trends; Finan- ployers and unions have done about the 
by John N. Myer, College of the City of cial Structure; Interpretation of the Meas- demands and counter-demands which make 
New York. 1941. Published by Prentice- urements; Illustrative Cases; Standard Ra- up collective bargaining. More than 2,000 
Hall, Inc., New York. 257 pages. $3.75. tios; Sundry Measuring Devices; Financial clauses are classified, sub-classified and ex- 
ae : ee , Statement Forms. plained to give a bird’s-eye view of tested ( 
fovea ss. sane oe alternatives, compromises, and an impres- 1 
Statements should be studied by the account. © “COLLECTIVE BARGAINING CON. _ jive tange of talking points based on. the 
ant, for if he keeps in view the uses to a published by “ore Bureau of Na- pe a, ore at offers in semiiar situe- d 
which they are to be put, he will produce tiona airs, Inc., Washington, D. C. . 7 . fi 
statements more suitable for iaaianan. 740 pages. $7.50. 2 on a boss oo see 
The object of this book is to develop This fat volume has been prepared to 6 . gs 2 & : 
Af ; , : I : and a complete index is included. C 
sound principles for a technique of analysis provide a handbook on collective bargain- 5 
and interpretation of the financial statements ing for use both by employers and em- , . : P 
of business enterprises, with special em- ployees. It contains advice from successful NEW YORK INCOME AND FRAN- fF 
phasis on the limitations of each of the negotiators on both sides of the conference CHISE TAXES,” by Benjamin Harrow, rn 
devices discussed and the kind of informa- table, and a wealth of contract clauses CEA, Professor of Law and Taxation at Pp 
tion it reveals. taken from current agreements, classified to St. John’s University, and Isador Sack, Pp 
Mr. Myer has not tried to build a rigid show how employer-employee problems C.P.A. 862 pages. $10.00. ; le 
procedure to be followed in analyzing all have been settled. This book is intended to be a practical re 
enterprises, but, in his own words, “‘to There is a section on “Techniques in How-What-When-Where manual to aid Z 
equip the reader with analytical tools from Collective Bargaining,” by the staff of La- the tax official in understanding significant : 
among which he may later select such as bor Relations Reporter (authors of all work facts and implications of the New York 
will be most helpful in any work he under- in the book not otherwise designated); a tax laws. 
takes.” section on “Good Bargains and Bad Bar- Highlighted by authors Harrow and Cc 
Included in chapter headings are: Sig- gains,” by Professor Sumner H. Slichter of Sack are options and tax control measures O 
nificance and Development of Financial Harvard University and Dr. John R. Steel- frequently overlooked. There are, of course, m 
Statement Analysis; The Problem of Finan- men, Director of the United States Con- many officially unanswerable questions on A 
cial Statement Analysis; Common Defects ciliation Service. the tax law of the State of New York as : 
in Financial Statements; Comparison of The heart of the book is to be found in is affects the tax on corporate franchises W 
Balance Sheets; Variation in Working Cap- the second section, “Contract Clause-Finder.” and on personal incomes. But in this book V. 
ital; Comparison of Profit and Loss State- It is designed to show what other em- the authors have tried to arrange system- M 
atically the law, regulations and such pa 
court decisions as there are, so that tax- S 
payers and their advisors might have avail- 'F 
. able a guide to a clearer understanding of S' 
Defense and War Production Programs Have the law and its administration. TI 
s s & s ru 
Indeterminately Multiplied Record Keeping “STATISTICS OF AMERICAN LISTED | SP 
CORPORATIONS,” Work Projects Ad- Tk 
For Speed—Convenience Check File ministration Study, sponsored by the Secu- La 
tities and Exchange Commission. Part I, lis 
and Dependable December 1940. xi, 347 pages. Part II, ati 
: December 1941. v, 370 pages. Paperbound. vr 
Protection At Controllers who have been wondering TI 
2 drawer file Lower Cost per what the government has done with all the let 
for 3 x 5 cards registration statements and annual reports Yo 
Filing Inch—House these Very Valuable Records In— they have filed since 1936 under the Secu- ‘ 
tities and Exchange Act for approximately ; 
SAFE STAK 2,000 corporations, will find the answer in lis] 
“Survey of American Listed Corporations” in 
eM PES ASISE which is a compilation of those statements pla 
and reports in three volumes. int 
STEEL RECORD FILES The first volume contains individual y 
They provide operating convenience—easy handling—structural strength company reports with industry totals; the or 
—maximum filing space in room area—intermembering stability and pro- second presents special surveys; and the tim 
: : : dust. vermin and fre—cleaoll- third, reviewed here, is a group of overall and 
tection against moisture, dust, summaries without the specific corporation the 
ness and sanitation. data. The result is a nage reservoir of in- wel 
formation on corporate finance which, we D 
MORE THAN 2,300 VARIOUS may be sure, will be used by students for aud 
ears to come to prove whatever they have 
SIZES and LENGTHS ARE an See y ced 
Balance sheet, income and security data ~ 
AVAILABLE TO MEET YOUR for 1961 concerns during the fiscal year ps 
REQUIREMENTS 1937 alone are presented in Part I of ~~ 
Statistics. These companies represent ap- a 
Correspondence Write for Prices and Details Today proximately 60 per cent. of the assets of ~— 
File all American corporations. Divided into whe 
three sections, the report shows the charac- “5 
THE STEEL STO RAGE FILE COM PANY teristics of the security issues, the location 
Wooster, Ohio of companies, the accounting firms hired, the 
the a to subsidiaries and the fis- tor 
_—— eee cal periods used. The second section ana- amit 
ORIGINATORS OF STEEL STORAGE FILES lyzes types of capital structure, the lever- Ir 
age factor, and interest and preferred Parti 
42 
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dividend requirements. The third section 
summarizes 22 financial and_ operating 
ratios. 

Part II presents consolidated financial 
statements and frequency distributions of 
1495 corporations for each of the five 
years from 1935 to 1939. 


“PRINCIPLES OF INVESTMENT,” by 
George H. Evans, Jr., and George E. Bar- 
nett. Boston: Houghton Mifflin Company. 
1940. 225 pages. $2.25. Elementary intro- 
duction to the first principles of investment 
for the private or institutional investor. 


“PROBLEMS OF ACCOUNTING RE- 
SPONSIBILITY,” by Ernest F. Rumpf, 
Pittsburgh Coal Company, Henry C. Perry, 
Heywood-Wakefield Company, and Maz- 
rice E. Peloubet, Pogson, Peloubet & Com- 
pany. The articles by Mr. Perry and Mr. 
Peloubet have appeared in ‘The Control- 
ler’ for February 1941 and April 1941, 
respectively. Published by American Man- 
agement Association, New York. 28 pages. 
50 cents. 


“TAXATION FUNDAMENTALS AND 
CURRENT TAX PROBLEMS,” by J. W. 
Oliver, The Linen Thread Company, Inc., 
Wadsworth W. Mount, The Merchants’ 
Association of New York, Bleecker L. 
W heeler, Ford, Bacon and Davis, Inc., and 
Virgil P. Ettinger. Published by American 
Management Association, New York. 40 
pages. 75 cents. 


“PRODUCT.LINE PROFIT AND’ LOSS 
STATEMENTS, The Contribution 
Theory,” by C. R. Carey, Leeds & North- 
rup Company, W. B. Gerould, A. G. 
Spaulding & Bros., Inc., Carlos B. Clark, 
The J. L. Hudson Company, and Arthur 
zarus, Day & Zimmerman, Inc.  Pub- 
lished by American Management Associ- 
ation, New York. 44 pages. 75 cents. 


“BANK AUDITS AND EXAMINA- 
TIONS,” Revised Edition, by John I. Mil- 
let. Published by The Ronald Press, New 
York. 577 pages. $6.00 

The first edition of this book was pub- 
lished in 1927, and it is significant that, 
in bringing it up to date, the author has 
placed more emphasis on the subject of 
internal control. 

As the author says, the only real audit 
or examination is one which is made con- 
tinuously as the transactions take place, 
and he presents the auditing procedure for 
the analysis of income and expenses as 
well as of assets and liabilities. 

Mr. Millet discusses examination and 
auditing techniques in detail, from the pro- 
cedure used in preparing for an exami- 
nation to the form and presentation of the 
final report. Special attention is given to 
methods to be followed in inspecting each 
asset and in verifying each liability. He 
makes the recommendation repeatedly that 
verification come from outside sources 
whenever possible, stating: 

“The time will come when it will be 
the established practice to ask each deposi- 
tor to verify his account direct to the ex- 
aminer. 

In place of the one chapter on trust de- 
partments which appeared in the 1927 edi- 
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tion, Mr. Millet has included four new 
chapters on the subject, discussing the in- 
spection of assets, management, corporate 
trust and internal control. 


“FINANCIAL CHARACTERISTICS OF 
AMERICAN MANUFACTURING COR- 
PORATIONS,” by Charles L. Merwin, Jr., 


Temporary National Economic Committee. 
Monograph No. 15. Washington. 1940. 
442 pages. 

The conclusion reached by Mr. Merwin 
in Monograph 15 is that the smaller firms 
of the United States are less profitable 
than large ones, a conclusion which his 
statistics would seem to support, although 


Robert H. Montgomery’s FEDERAL TAX BOOKS 


Flexible, Thorough Help on 
the Range of Today’s Questions 
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they were gathered in the 1930s, whereas 
the statistics gathered by other students 
reaching an opposite conclusion were 
amassed in the 1920s. 

Mr. Merwin confesses, however, the dif- 
ficulties involved in a true measurement 
of profits, pointing out that a part of the 
officers’ salaries in smaller concerns should 
be classed with profits, thus making the 
size differences less certain. 

Purposing merely to outline the finan- 
cial structure of manufacturing corpora- 
tions, Monograph 15 is filled with facts on 
profits and dividends, on working capital 
and fixed capital of such concerns, classi- 
fied by industry and size. He ties in sta- 





NOW READY-20th Issue—1941-42 Publications 


EXCESS PROFITS AND OTHER 
FEDERAL TAXES ON CORPORATIONS 1941-1942 


The tax book for corporations; gives par- 
ticular attention to the 1941 excess profits 
tax—effect of new provisions; changes in 
computing tax; election of options pro- 
vided under invested capital and average 
income methods; qualifications for special 


FEDERAL TAXES on Estates, Trusts and Gifts 1941-42 


Covers application of estate tax, gift tax, 
and features of income tax peculiar to 
estates and trusts. Interprets developments 
resulting from 1941 law and from rulings 
and decisions of past year incident to tax 


FEDERAL TAX HANDBOOK SUPPLEMENT 1941-42 


Brings up to date for 1941-42 use, the in- 
formation in Volume I of author’s 1940-41 
Handbook (see below) concerning deter- 
mination, for either corporate or individual 
taxpayers, of taxable income. Indexed for 





relief. Covers methods and rates for com- 
puting corporate normal income tax and 
surtax; includes explanatory tables of 
taxes bearing on corporations—who pays 
them, deductibility. $7.50. 


administration and court review of con- 
tested questions. Gives foundation for in- 
clusive, long range counsel in planning dis- 
position of estates. $7.50. 


combined use with that volume; points out 
and clarifies changes; covers also rates and 
procedure for individual returns. (Avail- 
able separately.) $3.00. 





FEDERAL TAX HANDBOOK 1940-41. Volume | 


Offers, with 1941-42 Supplement described 
above, a complete working unit dealing 
comprehensively with requirements, as 
established under successive laws to date, 
relating to determining of income as a 
necessary preliminary to computing of in- 
come taxes, corporate and individual, in- 








FEDERAL TAX PRACTICE 


(prepared with J. Marvin Haynes, C. J. Me- 
Guire, W. C. Magathan, James O. Wynn). 
Gives practice before the United States 
Treasury, Board of Tax Appeals, and Fed- 
eral Courts. A guide to official procedure 
for lawyers, accountants, and corporation 
officers who have to handle unsettled cases 
arising out of the federal tax laws. Thor- 
oughly explains both legal and accounting 
requirements. $10.00. 





The Ronald Press Company 
15 East 26th St., New York, N. Y. 


cluding credits and deductions. Available 
only in combination with 1941-42 Supple- 
ment; price, for the two volumes, $10.00. 





ee a a 
THE RONALD PRESS COMPANY 
Dept. M562, 15 E. 26th St., New York, N. Y. 
Please send us the books checked below: 
[] Excess Profits, Other Corpo- 

Sale Ta eos kc cece soc cceess 50 
[] Federal Taxes on Estates, Etc. 7.530 
{] Federal Tax F.T.H. Supple- I 


(with Supplement) ............ V | 
[] Federal Tax Practice ......... 10.00 
J Wixnin 5 days after receiving books we 
will send payment in full, plus a few 
cents for delivery. (We pay delivery 
J cisrees if you remit with order.) j 
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tistics gathered by the Securities and Ex- 
change Commission to show the source of 
disposable corporate funds and the ways 
in which the funds were spent. 

Among the figures at his disposal were 
the results of the tabulations of returns of 
1300 small manufacturing concerns, with 
records of mortality rates as well as profit 
and loss statements. He also makes use of 
the Standard Statistics Company sample of 
400 corporations. 


“RAILWAYS AND ORGANIZED LA- 
BOR,” by P. Harvey Middleton. Published 
by Railway Business Association, Chicago. 
1941. 125 pages. 
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“WHAT STOCKHOLDERS WANT IN 
ANNUAL REPORTS,” by Ralph Gates, 
Marketing and Public Relations Consultant, 
and H. A. Bullis, General Mills, Inc. Pub- 
lished by American Management Associ- 
ation, 330 West 42nd St., New York. 16 
pages. 25 cents. 

“THE WORLD'S IRON AGE,” by Wil- 
liam Henry Chamberlain. Published by Mac- 
millan, New York. 410 pages. $3. 

A former foreign correspondent of The 
Christian Science Monitor analyzes the 
present collapse of European civilization, 
of the liberal civilization of the nineteenth 
century and attempts to trace it to its po- 
litical and economic, intellectual and moral 
sources. 





to meet production schedules. 


Stock control is only one of many applications that the 
etter, faster, and 


CARDINEER can help you handle 
at lower cost. 


THE GIVES YOUR OFFICE 
THESE 5 IMPORTANT ADVANTAGES 


1. Portability—move it anywhere 


2. Space saving— occupies less than 3 square feet 
3. Time saving—speeds up the work 


4. Permits easy addition of records 
5. Offers lowest cost per record 


Write today for complete details on how the Cardineer can 
helpyour particular business or record problem. No obligation. 


Here, the CARDINEER enables two clerks to handle a sharp 
increase in volume without additional help . . 
- . » removable segments permit division of work on raw 
materials and finished parts . . . speeds control of deliveries 


. Saves space 


THE DIEBOLD SAFE AND LOCK Co., CANTON, OHIO 


Branches or Dealers in Principal Cities and Towns 





IP. 
RECORD SYSTEMS EQU 
MENT, SAFES, MONEY 


TS. 
CHESTS, BANK VAUL 
EXPERT REPAIR SERVICE 


“FATIGUE OF WORKERS, and its Re- 
lation to Industrial Production,’ by the 
Committee on Work in Industry of the 
National Research Council. Published by 
Reinhold Publishing Corporation, New 
York. 165 pages. $2.50. 

This study is really a re-emphasis of re- 
search work that has already been done in 
the field of fatigue as it affects production, 
but by bringing together the results of 
surveys and investigations in this very im- 
portant subject, the National Research 
Council has performed a helpful task. As 
the members of the Committee on work 
in industry say in the introduction, they 
were “unanimous in the belief that their 
primary aims should be two: first, to rec- 
ognize and report on results of scientific 
investigations that bear upon conditions 
of work and that are not being effectively 
taken into account in practice, and, sec- 
ondly, to report on lines of investigation 
and problems of a general character that 
have proved fruitful of new information 
and that may perhaps seem worthy of pro- 
motion.” 

The well-known Western Electric re- 
search experiment is gone into in detail, 
as are the effects of heat and high altitude 
upon workers and airplane pilots. “Some 
Industrial Causes of Illness” are examined, 
as is the so-called “psychological origin of 
strikes, slowdowns and voluntary limitation 
of output by workers, which waste so much 
invaluable time every day.” 


“PUBLIC AFFAIRS INFORMATION 
SERVICE,” annual cumulative bulletin. 892 
pages. $15. P.A.I.S. is an association of 
public, university and special libraries hav- 
ing as its object the publication of a cur- 
rent list of material on economic, social 
and political affairs. The present volume 
contains references to articles in about 900 
periodicals, papers in trade, professional 
and labor proceedings; books, government 
documents, pamphlets and bibliographies. 


“THE REGULATION OF STOCK EX- 
CHANGE MEMBERS,” by Raymond Ver- 
non. Columbia University Press, 1941. 
152 pages. $2. The author, senior financial 
statistician of the Securities and Exchange 
Commission, has made a systematic study 
of what has happened over the past two 
decades—and particularly in the last five 
years—in the field of member regulation, 
what the guiding principles and inconsist- 
encies have been, and what should be done 
in the future with a view to a fair and 
orderly market. 


“METHODS FOR SELECTING SALES- 
MEN,” published by The Dartnell Corpo- 
ration, 4660 Ravenswood Avenue, Chicago, 
1941. 102 pages. $5. This report covers 
the experience of 173 companies who are 
known for their success in developing pro- 
ducers. It also makes available factual ex- 
periences on the use of aptitude tests as a 
basis for picking good salesmen and in- 
cludes exhibits of more than fifty actual 
application blanks, rating and interview 
forms now in use by companies. 


“YOUR CORPORATION TAX,” by J. K. 
Lasser. A 1942 revised edition of the in- 
come tax guide with information on the 
Excess Profits Tax Law of 1941. Simon & 
Schuster, 1230 Sixth Avenue, New York. 
144 pages. $1.00. 
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“THE DESIGN OF MANUFACTURING 
ENTERPRISES,” by Walter Rautenstrauch, 
LL.D., Department of Industrial Engineer- 
ing, Columbia University. Pitman Publish- 
ing Corporation, New York and Chicago. 
298 pages. $3.50. 

As an experienced industrial engineer 
and instructor, Mr. Rautenstrauch has at- 
tempted to bring together in this one vol- 
ume the essential principles and methods 
of cost calculations used in designing and 
redesigning manufacturing enterprises. The 
book is written primarily for engineers 
but will bear close reading by controllers. 

Starting with the assumption (a rather 
old fashioned one in some quarters) that 
the purpose of an industry to show a profit, 
Mr. Rautenstrauch states that the profitable 
operation of large and small manufacturing 
businesses in a highly competitive economy 
is dependent on efficient economic design. 

He takes up, authoritatively and con- 
cisely, the design of products; design of 
methods of manufacture and the selection 
of machinery and equipment; plant lay- 
outs; design of the organizations for man- 
ufacture and for marketing and the methods 
of their management and control; design 
of the organization of the business as a 
whole for integration of production, mar- 
keting and finance; design of the capital 
structure; and design of the investment 
structure. Examples are given from both 
the process and mechanical industries. 


“HOW TO BUY LIFE INSURANCE,” by 
Maxwell S. Stewart. Published by Public 
Affairs Committee, Inc., New York. 31 
pages. 10 cents. Another of the interesting 
and useful Public Affairs Pamphlets, this 
time on how to buy life insurance, with 
specific advice such as “Don’t wait to have 
insurance sold to you. Shop around. Get 
the fullest information about any policies 
you are considering buying and buy what 
best suits your needs.” As usual, a big 
dime’s worth. Study is based on reports of 
the staff of the Securities and Exchange 
Commission, briefs filed by TNEC, and re- 
ports of the Insurance Department of the 
State of New York. 


The AMERICAN 
APPRAISAL Company 


Fanded 1896 + Offices in Principal Cities 
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“NAZI EUROPE AND WORLD TRADE,” 
by Cleona Lewis. Published by The Brook- 
ings Institution, Washington, D. C. 200 
pages. $2.00. 

In this very factual volume, Miss Lewis 
and her associates examine the popular 
belief that a German controlled Europe 
would be able to dominate world trade, 
including that of the United States. 

Miss Lewis states in the introduction 
that to be able to exert such a tremendous 
influence on world markets, Germany 
(which is expanded to include all Europe 
west of Russia) would have to be self- 
sufficient as regards supplying her own 
basic consumptive goods, so that she could 
buy or not buy, as she pleased, in the 
international market—either that or she 
would have to enjoy such an advantageous 
position with respect to sources of supply 
for the export markets that the rest of the 
world would have to accept her terms. 

What follows is a quantitative analysis 
of the trade position and productive re- 
sources of continental Europe during two 
of its most prosperous years—1929 and 
1937. The analysis weighs the area’s pro- 
ductive resources against its requirements 
and thereby gauges some of the important 
elements of strength and weakness in its 
future economic position. 

No attempt has been made to add up 
the costs or problems which would be in- 
volved in unifying the historically disin- 
tegrated social and political life of the 
continent, as that would be mere specula- 
tion, of which Miss Lewis is quite properly 
skittish. 
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“UNITED STATES GOVERNMENT 
MANUAL,” obtainable from the Super- 
intendent of Documents, Government 
Printing Office, Washington, D. C. Pub- 
lished by the Office of Government Re- 
ports. 705 pages. Paperbound. 75 cents. 

This book is an invaluable aid to any 
business man or anyone having official re- 
lations with the Government of the United 
States. It lists every important govern- 
ment agency, its authority, its functions, 
its top personnel, and its interrelation to 
other government departments. The man- 
ual is published three times a year, the lat- 
est edition coming out in September. 

In addition to the operating agencies, 
the manual carries an appendix showing 
what agencies have been abolished, organ- 
ized or transferred during the Roosevelt 
administration and also carries a list of 
government publications and their price to 
the public. 

One section of the manual shows the 
principal government departments and agen- 
cies in chart form. 


“THE VOTING TRUST: A Device For 
Corporate Control,” by John Anton Leavitt. 
Columbia University Press, New York, 
1941. 216 pages. $2.50. Thorough analysis 
of the uses, origin, history and law of the 
voting trust, with appendices containing 
the Securities and Exchange Act, Form 16; 
the Securities Act, Form F-1; and a com- 
parison of the earnings of firms with and 
without voting trusts. 


Encourage your company to buy Defense 
Bonds. 
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Depreciation and Depletion Studies 
Valuations and Appraisals 
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MEETINGS OF CONTROLS 


CINCINNATI 
COMMITTEES FOR MID-WEST 
CONFERENCE 


In order to start the planning and draft- 
ing of operating procedure necessary to the 
success of the Mid-Western Conference 
which is to be held in Cincinnati at the 
Netherland Plaza Hotel on May 17 and 
18, 1942, the following committee on Ways 
and Means has been organized: 

Mr. Cart DEBuck, Chairman; Mr. FRED 
ALLEN, Mr. J. F. ALLEN, Mr. HERBERT W. 
Boat, Mr. GrorGE F. BRENNER, Mr. 
KELLY SIDDALL, Mr. ROBERT THORNBERRY, 
Mr. G. BAIN Waters, Mr. F. UHLING. 

It was decided to have registration and a 
reception and get-together on Sunday, May 
17, from 4 to 7 P.M., at which time cock- 
tails are to be served and a buffet table 
set up. 

The Ways and Means Committee de- 
cided upon the following convention com- 
mittees: 

EXECUTIVE: Mr. Cart DEBuck, Chair- 
man; Mr. J. F. ALLEN, Vice Chairman; 
KELLY Y. SIDDALL, Executive Secretary. 

PROGRAM: Mr. G. BAIN WATERS, 
Chairman; Mr. Fred ALLEN, Vice Chair- 
man; Mr. NoRMAN W. Kurz, Mr. MaAu- 
RICE T. LinDQuIST, Mr. RALPH MILLER. 

ARRANGEMENTS: Mr. HERBERT BOAL, 
Chairman; Mr. ROBERT JOHNSON, Vice 
Chairman; Mr. WALTER Marcu, Mr. A. 
W. SCHUBERT. 

REGISTRATION: Mr. RoBERT THORN- 
BERRY, Chairman; Mr. L. C. BERNENS, 
Vice Chairman; Mr. J. J. McAULEy. 

PUBLICITY AND PROMOTION: Mr. 
GEORGE BRENNER, Chairman; Mr. ERNEST 
MITCHELL, Vice Chairman; Mr. Mark 
DayTON. 

RECEPTION AND ENTERTAIN- 
MENT: Mr. FRANK UHLING, Chairman; 
Mr. WILLIAM Dice, Vice Chairman; Mr. 
J. G. Quick, Mr. Cart Buse, Mr. CLAUDE 
Hupp, Mr. W. R. Huser, Mr. L. O. 
KIETHBORTH, Mr. HowarD HELFREY, Mr. 
JAMES PENDERY, Mr. J. J. RANSOM, Mr. 
MaurRIcE W. GRIESBAUM. 


CINCINNATI 
Topic: “SOCIAL SECURITY TAXES” 


Monthly meeting of the Cincinnati Con- 
trol was held on December 9 at the Hotel 
Sinton. 

Mr. J. E. McClorey, Chief of the Social 
Security Division of the U. S. Treasury 
Department, Internal Revenue Service, Cin- 
cinnati, was one of the principal speakers 
of the evening. Mr. Edwin Raum, Mana- 
ger of the Social Security Board of Cincin- 
nati, and Mr. Ray M. Suter, Chief of the 
Benefits Department of the Bureau of Un- 
employment Compensation, Cincinnati, 
were the other main speakers. The topic 
of their addresses was “Social Security 
Taxes.” 

Following these speakers’ comments, a 
round-table discussion was held, led by 
Mr. Leonard Bernens, The Andrew Jergens 


Company, Mr. James McAuley, The Kroger 
Grocery and Baking Company, Mr. Ernest 
Mitchell, The Cincinnati Gas & Electric 
Company, Mr. W. J. Ransom, The William 
S. Merrell Company, Mr. Arthur W. Schu- 
bert, The Emery Industries, and Mr. Rob- 
ert Thornberry, The Richardson-Taylor- 
Globe Corporation. 


CLEVELAND 

Topic: OPEN FORUM DISCUSSION 

The Cleveland Control met December 9 
in the Green Room of the Hotel Cleveland. 

The Program Committee selected as a 
topic for round-table discussion, “What are 
you trying to accomplish before closing 
your books this year?”’, which enabled the 
members to discuss a variety of problems 
facing them. 


DAYTON 

Topic: “THE RELATION OF BANK- 

ING TO THE CONTROLLER” 

The Dayton Control met on December 
11 at the Van Cleve Hotel. 

Mr. Harold Sipe, a member of the Con- 
trol, led a discussion on “The Relation of 
Banking to the Controller.” 


DETROIT 


Topic: “FEDERAL INCOME TAX 
FOR 1941” 

The December meeting of the Detroit 
Control was held on December 10 in the 
Hotel Statler. 

Nineteen members and eleven guests at- 
tended the meeting, which was addressed by 
Mr. John C. Evans, tax attorney, who spoke 
on “Federal Income Tax for 1941.” 


DETROIT 


Topic: “BOARD OF DIRECTORS’ 
MEETING” 

A meeting of the Board of Directors of 
the Detroit Control was held on Novem- 
ber 12. 

The Board, among other business, rec- 
ommended that the January meeting be 
limited to members only and that the 
meeting be devoted to an open discussion 
of questions and problems presented by 
individual members. 


DISTRICT OF COLUMBIA 
Topic: “PRIORITIES” 
Regular monthly meeting of the District 
of Columbia Control was held Tuesday, 
November 25, at the Carlton Hotel. 
Speaker of the evening was Mr. Morris 
Hecksher, Chief Attorney, Production Di- 
vision, Office of Production Management, 
who spoke on “Priorities.” The topic was 
selected by a vote of the members. 


DISTRICT OF COLUMBIA 

Topic: “TAXES” 

The District of Columbia Control held 
its regular monthly meeting on December 
19 at the Carlton Hotel. 
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Speaker of the evening was Mr. Millard 
T. Charlton, member of the firm of James 
A. Councilor and Company, certified public 
accountants. The subject of Mr. Charlton’s 
address was ‘“Taxes.” 


HARTFORD 


ELECTION OF OFFICERS AND DI- 
RECTORS 

Mr. Floyd Pearce of the Torrington Com- 
pany, Torrington, Connecticut, was named 
president of the newly formed Hartford 
Control at an organization meeting held De- 
cember 8, 1941, at the City Club. A charter 
was presented to the Control by Mr. Arthur 
R. Tucker, Managing Director of The In- 
stitute. 

Other officers named were: Herman 
Papenfoth, Plainville, First Vice President; 
William Faeth, Waterbury, Second Vice 
President; Homer Huffield, Hartford, Secre- 
tary; William Birs, Waterbury, Treasurer. 

Members of the Board of Directors in- 
clude: Charles Pendlebury, Hartford; Er- 
nest Dayton, Middletown; Theodore Cham- 
peau, Hartford; George Stringer, Meriden; 
Francis Dabney, New Britain; Herman Lux, 
Waterbury; and Henry Fowler, Hartford. 


INDIANAPOLIS 


Topic: “CONTROLLERS’ MANUALS 
OF INSTRUCTION” 

The regular monthly meeting of the In- 
dianapolis Control was held December 10 
at the Indianapolis Athletic Club. 

Members Charles Israel and Paul Stark 
discussed ‘Controllers’ Manuals of Instruc- 
tion,” citing their own experiences with 
manuals. 


KANSAS CITY 


Topic: “OFFICE MANAGEMENT 
PROBLEMS” 

Monthly meeting of the Kansas City 
Control was held on December 8 at the 
Kansas City Club. 

The session was devoted to a panel dis- 
cussion and open forum on office manage- 
ment problems, with J. W. Flynn, Treas- 
urer of the Sheffield Steel Corporation, act- 
ing as technical chairman. 

Members of the panel were as follows: 


J. A. Laws, Treasurer, Western Auto Sup- 
ply Company 

E. F. Lyle, Controller, City National Bank 

Ed Malmfeldt, Auditor, Price Candy Com- 


pany 

F. W. Peake, Secretary-Treasurer, Geo. A. 
Breon Company 

J. A. Seck, Vice-President, Great Western 
Paint Manufacturing Company 

John Soll, Controller, Union Wire Rope 
Corporation 

F. A. Rufi, Secretary and Director of Pur- 
chases, Butler Manufacturing Company. 


Each speaker selected a topic pertaining 
to the solution of an office management 
problem of his own business. 
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LOS ANGELES 
Topic: “FEDERAL TAXATION” 

The November meeting of the Los An- 
geles Control was held on the 25th of the 
month, due to Thanksgiving falling on the 
regular meeting night. The program was 
held at the Clark Hotel. 

Guests of the evening were Mr. Melvin 
D. Wilson and Mr. Joseph D. Brady, at- 
torneys and tax authorities, who led a sem- 
inar-form discussion on the subject of 
“Federal Taxation.” 


LOS ANGELES 
CHRISTMAS PARTY 
A special Christmas Party of the Los 
Angeles Control was held December 18 in 
the Banquet Room of Hotel Clark. 
Refreshments and dinner were served, 
followed by entertainment and Christmas 
Carols. 


MILWAUKEE 
Topic: “RESPONSIBILITY OF THE 
CONTROLLER TO PRIVATE EN- 

TERPRISE” 

The Milwaukee Control held its regular 
monthly meeting at the University Club on 
December 9. 

Mr. Samuel J. Broad, partner of Peat, 
Marwick, Mitchell & Company, certified 
public accountants, addressed the group on 
the subject: “The Responsibility of the Con- 
troller to Private Enterprise.” 


NEW ENGLAND 


Topic: MEETING OF DIRECTORS 


The regular monthly meeting of the New 
England Control’s Board of Directors was 
held at the University Club, Boston, on 
December 2. 


NEW ENGLAND 


Topic: ‘THE FUNCTIONS AND OP- 
ERATIONS OF PRICE CONTROL” 


Regular monthly meeting of the New 





HAS A FRIEND EVER 
ASKED YOU: 
“WHAT IS THE 
CONTROLLERS INSTITUTE?” 


The next time he does, 
give him a copy of the Octo- 
ber (Tenth Anniversary) issue 
of THE CONTROLLER. 

It contains the history of 
The Institute, from the date 
of its birth to The Tenth An- 
niversary Meeting, together 
with valuable technical ma- 
terial that will show him what 
The Institute is doing today. 











England Control was held on December 
16 in the University Club, Boston. 

Guest speaker was Mr. Leo J. Van 
Herpe, Secretary and Treasurer of the Dis- 
trict of Columbia Control, who is associ- 
ated with the Office of Price Administra- 
tion. Mr. Van Herpe discussed the various 
provisions of the new Price Control Bill. 


NEW YORK CITY 


Topic: “FORUM ON FEDERAL IN- 
COME AND EXCESS PROFITS 
TAXES” 


A forum on Federal income and excess 
profits taxes was held on December 18 by 
the New York City Control in the Shelton 
Hotel. 

Visiting tax experts, each of whom 
spoke briefly on the problems presented by 
the Revenue Act of 1941 and answered 
specific questions submitted beforehand by 
Control members, included A. B. Chapman 
of Alvord & Alvord, tax attorneys; Henry 
B. Fernald of Loomis, Suffern and Fernald, 
Public Accountants; William L. Hearne, of 
the U. S. Steel Corporation; and St. Clair 
Walsh of Barrow, Wade, Guthrie & Com- 
pany, Public Accountants. 


PHILADELPHIA 


Topic: “BUDGETING FOR THE 
COMMONWEALTH OF PENN- 
SYLVANIA” 

The Philadelphia Control met on De- 
cember 4 in the Penn Athletic Club to 
hear an address by Dr. Edward B. Logan 
on “Budgeting for the Commonwealth of 
Pennsylvania.” 

Dr. Logan, Budget Secretary for the 
Commonwealth of Pennsylvania holds a 
bachelor of philosophy degree from the 
University of Chicago and a Ph.D. from 
the University of Pennsylvania. He joined 
the teaching staff of the Wharton School 
of the University of Pennsylvania in 1924 
as instructor of political science and as- 
sumed full professorship in 1939. The Uni- 
versity has granted him leave of absence 
during his period of public employment. 
An ardent advocate of budget balancing, 
Dr. Logan has repeatedly declared that 
“millions of dollars can be lopped off the 
tax burden of the Commonwealth if the 
public appointive positions are placed on 
a strict merit system.” 


PITTSBURGH 
Topic: CHRISTMAS PARTY 


The Pittsburgh Control held its annual 
Christmas Party in the Duquesne Club on 
December 19. 

A turkey dinner was followed by bridge, 
poker and special entertainment. 


ROCHESTER 
Topic: “JOB EVALUATION” 


Members of the Rochester Control met 
at the Rochester Club on November 26 to 


47 


participate in a discussion of ‘Job Evalu- 
ation,’ which was led by Mr. James F. 
Downey, Jr., of American Associated Con- 
sultants, Inc. 

Mr. Downey was well qualified to lead 
the discussion. He is a graduate of Mas- 
sachusetts Institute of Technology, having 
done geodetic and coastal survey work for 
the government before he joined the Beth- 
lehem Steel Company to specialize in 
structural design. In 1927 he joined the 
Bedaux Company, which he served until 
the formation of his present company. In 
the past 15 years he has been assigned to 
many outstanding plants covering the nu- 
merous problems that embrace industrial en- 
gineering. 

Mr. Downey’s address outlined in gen- 
eral the method by which office jobs are 
evaluated. Following his address, the round- 
table talk was held, in which Mr. Douglas 
S. Keogh, President of American Associ- 
ated Consultants, Inc., joined. 


ROCHESTER 
Topic: “BUSINESS FORECAST FOR 
1942” 


The Rochester Control met on December 
29 in the Rochester Club. 

“Business Forecast for 1942” was se- 
lected as the discussion topic, and Mr. E. S. 
LaRose, Controller of Bausch & Lomb Op- 
tical Company, was appointed Leader of 
the discussion, in which all joined. 


ST. LOUIS 
INFORMAL MEETING 

December meeting of the St. Louis Con- 
trol was held on December 29 at the Mis- 
souri Athletic Club. 

The Program Committee decided to dis- 
pense with the usual procedure at this meet- 
ing, and warned the members to come “‘pre- 
pared for an evening of fun.” 


SAN FRANCISCO 


BOARD OF DIRECTORS’ MEETING 

A special Board of Directors’ meeting 
was held on November 27 in the St. Fran- 
cis Hotel by the San Francisco Control, 
immediately after the regular monthly meet- 
ing. Present were: Mr. Walter Eggert, Mr. 
J. Howard White, Mr. O. T. Jones, Mr. 
T. Gartrell, and Mr. William Webster. 

Details of the Christmas meeting were 
discussed and tentative plans made for that 
evening, December 18. 


SAN FRANCISCO 


Topic: “METHODS OF ACCRUING 
DEPRECIATION” 

“INVENTORY PROCEDURES” 

The regular monthly meeting of the San 
Francisco Control was held on November 
27 at the St. Francis Hotel. 

The Program Committee had prepared 
a round-table conference on the subjects: 











INSTITUTE ACTIVITIES 








“Methods of Accruing Depreciation,” and 
“Inventory Procedures.” 

A report of their attendance at the Tenth 
Anniversary Meeting was made by Ed 
Mills, Al Bennett, and John Larson. 


SAN FRANCISCO 
CHRISTMAS MEETING 

The San Francisco Control held its an- 
nual Christmas Meeting on December 18 at 
the Athens Athletic Club. 

Each member brought a Christmas gift 
(up to 25 cents only), and prepared enter- 
tainment followed the dinner. 


SYRACUSE 
Topic: “LAST-IN, FIRST-OUT IN- 
VENTORY METHOD” 

The Syracuse Control met on December 
16 in the Industrial Club. 

Mr. Joseph W. Crosby, of the Will & 
Baumer Candle Company, Inc., led a dis- 
cussion on “Last-In, First-Out Inventory 
Method.” 


TWIN CITIES 


VISIT BY NATIONAL PRESIDENT 


The December meeting of the Twin 
Cities Control was held on December 8 
at the Minneapolis Athletic Club. 

The meeting was attended by Mr. John 
A. Donaldson, President of the Controllers 
Institute of America and Financial Vice 
President of Butler Brothers, Chicago. 

After dinner, Mr. Donaldson talked about 
thirty minutes, reviewing briefly the growth 
of The Institute during the past ten years, 
and outlining the development of control- 
lership over the same period. He also dis- 
cussed the work of national committees 
and reminded the members of next fall’s 
national convention in Chicago. 

Reporting his visit to the national office, 
Mr. Donaldson said of the Twin Cities 
Control: 

“They had a group of approximately 
thirty men at the meeting....Several of 
them were prospective new members. I 
was most agreeably impressed by the type 
of men in this group. I think without 
question they would compare most favor- 
ably with any group of controllers in any 
part of the country.” 


BUFFALO 
MEETING POSTPONED 


The December meeting of the Buffalo 
Control, scheduled for December 2, had 
to be postponed until a later date because 
of the grounding of the airplane in which 
the speaker of the evening, Dr. Julius 
Hirsch, was traveling to Buffalo. 

Dr. Hirsch, an economist of interna- 
tional renown, was formerly head of the 
German Price Control Board and the State 
Secretary of Economics. He was Professor 
of Marketing for the Copenhagen Univer- 
sity of Commerce, and is at present the 


economist for the Tax Research Bureau 
of America. 

Topic of the address Dr. Hirsch had 
scheduled was ‘American Economy After 
the War.” This meeting was the first ever 
postponed by the Buffalo Control. 


PERSONAL NOTES 


Mr. Henry C. Perry, Treasurer of the 
Heywood-Wakefield Company, and a former 
president of The Controllers Institute of 
America, has been requested by Babson 
Institute to accept appointment as an As- 
sociate Staff Member. 

Mr. John A. Donaldson, President of the 
Controllers Institute of America and Finan- 
cial Vice President of Butler Brothers, Chi- 
cago, spoke on December 9 before 400 ac- 
rounting students of the University of 
Wisconsin. He discussed the duties and re- 
sponsibility of the controller and predicted 
the expansion of controllership functions in 
the near future. He especially urged the 
students to take full advantage of their 
schooling ‘“‘even though you may have only 
a short time left.” 

Mr. Amos A. Denison, who retired from 
active service as comptroller of the Cleve- 
land Trust Company on September 15, 
1941, is building a home in Eustis, Flor- 


ida. 

The Cleveland Trust Company announced 
the appointment of his successor, Mr. Rod- 
ney Prior Lien, on November 24. Mr. Lien 
has been Ohio’s superintendent of banks 
since January 1, 1940, before which time 
he was President of the National Bank of 
Lima, Ohio. 

Mr. Dundas Peacock, member of the 
Controllers Institute and for the past four 
years Auditor of Elliott Company, Jeanette, 
Pennsylvania, has been given the official 
designation, Controller of the Company. 
Mr. Peacock is a Scotsman, having re- 
ceived his education in England. He came 
to America in 1926 and immediately 
joined the firm of Price, Waterhouse & 
Company, Public Accountants. 

While with that concern he became ac- 
quainted with Elliott Company and its ac- 
counting problems through the annual au- 
dit. He received his C.P.A. degree in 1932. 
He is also a member of the American In- 
stitute of Accountants, and the Accounting 
Council of Machinery and Allied Products 
Institute. 

An article entitled ‘Accounting Manage- 
ment,” by Mr. Cecil W. Borton, appears 
in the December issue of the ‘National 
Auditgram,” published by the National As- 
sociation of Bank Auditors and Comptrol- 
lers. Mr. Borton is that association’s presi- 
dent as well as being president of the New 
York City Control of the Controllers In- 
stitute. 

Mr. John G. Schork has announced his 
association with Wilbur D. Tripp & Com- 
pany, Certified Public Accountants of New 
York, as a specialist in connection -with 
investigations, surveys, system installations, 
corporate organization and reorganization. 
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EMPLOYMENT 


Controller 


Successfully connected with present em- 
ployer—a manufacturing company—for more 
than thirteen years. His present duties are 
those of treasurer, controller, buyer of in- 
surance, credit manager, and office manager. 
Is interested in a good opening. Age 48, 
married, accountancy graduate. Address No. 
360, ‘The Controller.” 





A CHALLENGE WHICH 
INSTITUTE CAN MEET 


To Mr. John A. Donaldson, President 
CONTROLLERS INSTITUTE OF AMERICA: 


I am proud and feel highly honored in 
being elected to membership in The Con- 
trollers Institute of America. 

I attended the November meeting in 
Philadelphia as a guest of Mr. Gibson and 
left there feeling much benefited through 
the fine new acquaintances I made there. 

We all have many perplexing problems 
before us today and as time goes on we 
shall have many more to set up a challenge 
to the very best there is in all of us. I am 
sure the calibre of men in The Institute can 
meet this challenge and be of service one to 
another and contribute much to the general 
good. In my own humble way I shall be 
glad to be of service in any direction I may 
be needed. 

H. B. KNERR 
Jacobs Aircraft Engine Company 


FUTURE OF THE INSTITUTE 
To Managing Director 
CONTROLLERS INSTITUTE OF AMERICA: 


Over the past years I have enjoyed very 
much indeed making my meager con- 
tribution to the welfare of our organiza- 
tion whenever I have had opportunity to 
do so. The ensuing years, and the prob- 
lems they will bring to business gen- 
erally, will afford an opportunity for The 
Institute to demonstrate a service of value, 
which could be made possible only under 
extraordinary conditions. I am certain 
that, as in the past, so in the future the 
management of our organization will be 
quick to take full advantage of these op- 
portunities. I can visualize The Institute, 
founded on principles of integrity in its 
technical work, becoming a factor of great 
importance to business management over 
the years to come. 

Epwarp V. MILLs 
Fireman’s Fund Insurance Company 
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If, like so many executives these 

days, new accounting problems 
are disrupting production schedules and 
claiming too much of your time, avail 
yourself of the services of Underwood 
Elliott Fisher and its nation-wide staff 
of machine accounting specialists. 


This staff not only has available all 
three famous lines of Underwood Elliott 
Fisher Accounting Machines, each in a 
wide variety of models, but a library of 
machine accounting data that holds the 
answer to practically every accounting 
problem that ever develops. 


Is it a matter involving the handling 





q The Famous Elliott Fisher Electric 


Keyboard Accounting Machine 


with the exclusive flat-writing platen. 
Adaptable because of its great flexibility 
to any business. Eliminates manual hand- 
ling of carbons. Performs many related 
operations at a single typing. 


One of many Underwood Elliott Fisher 


Accounting Machine Models 





of accounts receivable or payable? Does 
it concern stock control, billing or or- 
der writing? Or does it embrace pay 
rolls and the maintenance of records 
in accord with Federal and State re- 
quirements ? 

Underwood Elliott Fisher not only 
offers the right machine for your pur- 
pose but, without cost to you, the ser- 
vices of its staff of specialists working 
in cooperation with your own account- 
ing organization in applying it to your 
business. Why not telephone our local 
Branch or write today. 


UNDERWOOD ELLIOTT FISHER COMPANY 
One Park Avenue, New York, N. Y. 


Underwood 
Elhott Fisher 


Sundstrand 


ACCOUNTING MACHINES 


Copyright 1941, Underwood Elliott Fisher Company 





An excerpt from Liberty 
Mutual’s new sound slide film, 
+“ SAFETY MAKES SALES. 


How a new slide film 

is helping to prevent 
department store accidents — 
and reduce insurance costs 


“A typical example of Liberty Mutual’s 


specialized service to business.” 
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store a safer place to work and shop, plain common 
sense, spiced with a little laughter, will go further than 
a dozen sermons. 

That’s why the new Liberty Mutual slide film has 
been so successful in preventing accidents, why it has 
been made a part of the training course in many large 
department stores. 

We should be glad to show this new film to the in- 
surance buyer in your department store. Also to give 
you facts and figures, showing how we are reducing in- 
surance costs for leading stores from coast to coast by 
preventing accidents and eliminating unnecessary ex- 
pense. Just write us today on your business letterhead. 
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